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Preface 


The early twenty-first century has not been kind to California’s 
reputation for good government. With a dysfunctional state 
government and a soaring budget deficit, the state has become the 
butt of late-night television jokes. Things have fared even worse for 
local governments. The City of Bell, a small immigrant community 
located in Los Angeles County, earned national notoriety for 
allegations of massive corruption and fraud by city officials. The 
nearby City of Vernon, in the words of the speaker of the California 
State Assembly, is “a situation where a handful of individuals are 
able to use an entire city as their own personal fiefdom.”! 

In actuality, the Golden State’s governance flaws, whether 
chronic and seemingly irresolvable budget deficits or public 
corruption, reflect worrisome national trends with origins in the IQZOs 
and 1980s. Growing voter distrust with government and a demand 
for services but not new taxes to pay for them, a sharp decline in 
enlightened leadership and effective civic watchdogs, and 
dysfunctional political institutions ranging from term limits to an 
initiative process gone awry have all contributed to the current 
governance malaise. 

Some jurisdictions appeared immune to systematic governance 
disorders. Until recently, such was the case with San Diego, 
California, America’s eighth-largest city. Lauded by antitax activist 
Howard Jarvis for its fiscal stewardship and nationally praised as a 
governance exemplar, this sunny beach town entered the last 
decade of the twentieth century proudly proclaiming itself “America’s 
Finest City.” However, the new millennium has not been kind to 
paradisiacal San Diego. In a few short years, the town’s reputation 
went from Futureville to Enronby-the-Sea.2 A pension scandal 
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blossomed into a huge pension liability. With a large and seemingly 
intractable budget deficit, the city teetered toward bankruptcy. A 
number of public officials resigned from office or went on trial, 
charged with corruption and fraud. Horrific wildfires revealed the 
paucity of public services. Paradise, it seems, had been plundered. 

This is a study of San Diego’s myriad civic woes. This project 
began as a political biography of an understudied Sunbelt city. As 
events unfolded, we sharpened the focus to the City of San Diego’s 
fiscal crisis and governance failures. San Diego, we believe, is a 
harbinger for dysfunctional state and national trends related to 
political culture, leadership, and institutions. The project also can be 
traced to our active involvement in local civic affairs, ranging from 
debates about the strong-mayor system to thorny issues involving 
pension and budget policy, redevelopment, water-supply reliability, 
and airport development. 

Many people have assisted us along the way. Most of all, we 
wish to thank Kathleen Ames, Cheryl Boudreau, and Laura Tate for 
their love, support, and patience during the many hours of research 
and writing. We also want to thank Harold Brackman and Rumman 
Chowdhury for their able research assistance. Scholars and 
practitioners kindly read—and improved—earlier drafts of the 
manuscript. Erik Bruvold, Nico Calavita, Norma Damashek, Jameson 
Doig, Iris Engstrand, Earl Fry, Larry Herzog, Dennis Judd, Sandy 
Lakoff, Phil LaVelle, Paul Lewis, Scott Lewis, Roger Showley, 
Abraham Shragge, Glen Sparrow, Mike Stepner, Clarence Stone, 
Ken Sulzer, and Todd Swanstrom offered valuable comments and 
suggestions. We are also grateful to the many individuals we 
interviewed who so generously gave of their time and effort. Project 
support was furnished by the University of California, San Diego’s 
Academic Senate Committee on Research. 

Finally, we wish to thank an extraordinary mentor and friend, 
Clarence Stone, who has contributed so much to the study of urban 
politics. A dedication is small reward for the encouragement, insight, 
and wisdom Clarence so generously imparts. 


Steven P. Erie 
Vladimir Kogan 
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Scott A. MacKenzie 
La Jolla, California 
February 2011 
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I Overview and Historical Development 
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1 America’s Finest City? 


Welcome to San Diego, California’s second largest city, where blue skies keep watch 
over 70 miles of beaches and a gentle Mediterranean climate means paradise every 
day. 

—San Diego Convention and Visitors Bureau, 

Neighborhood Guidel 


In the popular imagination, San Diego is a sunny seaside paradise. 
Touted as one of the nation’s top leisure-vacation destinations, San 
Diego aggressively markets itself for an idyllic climate, pristine 
beaches, a dazzling array of world-class tourist attractions, 
beachfront resorts and luxury spas, and a vibrant downtown district. 
Although “the beach is a way of life,” golf is “serious business” here, 
with more than ninety courses offering stunning ocean views, desert 
sun, or mountain vistas. Local boosters trumpet the “immense 
options” for business—such as an innovative high-tech industry—as 
well as pleasure in a place that proudly proclaims itself “America’s 
Finest City. ”2 

Yet there is a grim and increasingly visible civic reality to San 
Diego not depicted in slick marketing brochures. It consists of a 
chronic municipal fiscal crisis, exacerbated in recent years by a 
pension scandal and multibillion-dollar pension deficit; severely 
underfunded public services and infrastructure; grandiose plans for 
big-ticket civic projects divorced from straitened fiscal realities; and a 
privatized downtown and bay front, the product of poorly crafted and 
inadequately monitored public-private redevelopment partnerships 
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underwritten by hundreds of millions of dollars of public investment. 
Paradise, it appears, has been plundered. 

The result of San Diego’s civic mismanagement is the making of 
an American Potemkin villages—an impressive privatized facade 
with a dark public-sector underbelly—^featuring a gleaming new 
downtown and bevy of tourist attractions but saddled with billion- 
dollar pension liabilities and deficient public services. With civic 
energies and resources focused on building downtown “legacy 
projects,” such as a new city hall, a central library, an expanded 
convention center, and possibly a new football stadium, pressing 
neighborhood improvements and regional initiatives, ranging from 
improved fire protection to a new airport, have faltered. The 
appearance of prosperity well serves the interests of the remnants of 
a once-potent local growth machine, which includes real estate 
developers, professional sports team owners, the tourist industry, 
organized labor, public agencies, business groups, and self- 
interested politicians seeking legacy projects and reelection. 4 

San Diego’s civic woes have tangled roots. As far back as the 
1970s, the city was an early and eager advocate of limiting taxes 
and living beyond its means. City officials raided the pension and 
other revenue streams to pay for big-ticket items while providing a 
semblance of public services that tax-averse residents demanded 
but did not want to pay for. At the same time, voter-approved 
initiatives at the state level, the culmination of a nationwide tax 
revolt, erected crippling barriers to local governments’ ability to raise 
new revenues. These changes also empowered small but 
impassioned minorities to block future efforts to raise taxes, thus 
exacerbating the tenuous financial position of cities like San Diego. 
To go along with its “free lunch” political culture, San Diego scores 
unexpectedly low on social capital metrics, with residents displaying 
low levels of trust in local government and high levels of political 
ignorance and apathy. As a former local reporter observed, “To win 
over San Diegans, you have to let them sit back and do nothing and 
then congratulate them for doing it. ”5 Low social capital makes 
collective action and public monitoring of government performance 
more difficult.6 
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At the elite level, the capacity to resolve civic challenges 
dinninished as the old business leadership faltered and San Diego 
became a quintessential branch-plant town. New policy 
entrepreneurs on the scene have pursued self-interested, single¬ 
issue agendas. They include professional sports team owners, real 
estate developers, and public-sector unions. Aiding and abetting the 
new policy entrepreneurs are semiautonomous “shadow 
governments,” such as the Centre City Development Corporation, 
which oversees redevelopment efforts downtown, and the San Diego 
City Employees’ Retirement System, which manages local pension 
funds. Another factor contributing to weakened civic capacity has 
been a sharp decline in the monitoring and effectiveness of civic 
watchdogs, ranging from the local media to good-government 
groups.7 Though hardly unique among the nation’s big cities in 
terms of these troubling civic trend lines, San Diego has been a 
leader of the pack.8 

Paradise Plundered dissects San Diego’s fiscal crisis and 
related governance challenges and considers their root causes and 
likely consequences. In doing so, we hope to provide cautionary 
lessons for the many communities that are now emulating “the San 
Diego way.” In explaining local government’s performance lapses 
and failures, we emphasize three broad explanatory factors: (1) civic 
leadership and capacity, (2) political culture, and (3) political 
institutions. The primary focus is on the City of San Diego and its 
policy making during the period from 1990 to 2010. We analyze five 
policy spheres that together encompass the exercise of the city’s 
primary public powers, each with distinct governance arrangements: 
the city’s pension system, municipal finance, public service and 
infrastructure provision, planning, and redevelopment. We also 
examine how the city’s past has shaped the present, regional and 
binational infrastructure and governance challenges facing the 
border metropolis, and prospects for the future. Throughout, we 
benchmark San Diego with other large cities, particularly in 
California. 


From Futureville to the Most Screwed-Up City in America 
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After the North American Free-Trade Agreement, the Mexican connection is bound to 
grow. That and other changes—economic, demographic, cultural—are transforming a 
place which used to have a reputation as a sleepy navy town, a California cul-de-sac 
with a great climate and a nice zoo. Nowadays, San Diego can tout itself, without 
sounding ridiculous, as “the first great city of the 21st century.” 

— “Futureville,” Economist, 19969 


Most folks probably have certain images in mind when they think of San Diego. A 
gentle breeze blowing off the Pacific. . . . Well-fed folks lining up putts on country-club 
greens. Money oozing from the wireless and biotech juggernauts up and down the 
coast. How, then, to square this idyllic vision . . . with the scandals that have sprouted 
in California’s second-largest city faster than wildflowers after a desert rain? There’s 
so much slime in this town that civic leader George Mitrovitch, president of the City 
Club of San Diego, calls it “the most screwed-up city in America.” 

—“Stay Classy, San Diego! It’s Wealthy Sunny Beautiful—and Possibly the Most 
Dysfunctional Big City in America, ” Fortune, 20051 0 

Modern San Diego came of age during and after World War II. 
In the postwar era, the defense industry brought growth and 
prosperity, but it collapsed when the Cold War ended, sending 
unemployment soaring. San Diego embraced the widely held mantra 
that low taxes, low debt, a small public sector, and business-friendly 
regulations are the most crucial factors for attracting new businesses 
and keeping local industries globally competitive.il This formula 
appeared to work. By the late 1990s, San Diego had reinvented 
itself, with new high-tech industry and foreign trade joining real 
estate and tourism as pillars of a diverse and apparently healthy 
economy. In a study of regional innovation, the urban scholar 
Richard Florida rated San Diego the nation’s third-best “creative 
class” city on the basis of a new model of urban economic 
development tapping technology, talent, and tolerance. 12 

Beneath the accolades, however, serious problems were 
festering: woefully underfunded public services and infrastructure, a 
large and growing low-wage service sector, inadequate schools, and 
one of the nation’s least affordable housing stocks. San Diego’s 
public sector was undernourished and overburdened. Relative to its 
size (1.3 million residents), the city’s police and fire departments 
ranked among the nation’s smallest. Their equipment was aging and 
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deficient. During the disastrous 2003 Cedar Fire, which killed fifteen 
people and destroyed more than two thousand homes, San Diego 
firefighters had no helicopters to help contain the conflagration. 

In the 1990s, as San Diego recovered from defense cutbacks 
and a deep recession, the city doubled down, joining other cities in 
the competition for convention traffic. Super Bowls, and giveaways to 
professional sports team owners. Raiding pension funds swollen by 
the bull market of the 1990s was one of the few ways San Diego 
could pay for big-ticket items like the 1996 Republican national 
convention and balance its books without raising taxes. Despite San 
Diego’s relatively low tax burden, the T word remains anathema to 
residents in this military and retirement mecca. This has resulted in 
little money for public services and basic infrastructure 
improvements essential to a sound economy. After public pensions 
were boosted, many blamed organized labor for the city’s financial 
woes. 

Having plugged its immediate budget deficit with money meant 
for municipal pensions, San Diego’s elected officials chose to lavish 
scarce public resources on downtown redevelopment and 
professional sports stadiums. The capstone project of San Diego’s 
“Downtown Renaissance, ”13 which paired the Petco Park baseball 
stadium for the Padres with ancillary development in the once- 
moribund East Village, has been widely hailed as a public-private 
partnership worthy of emulation.14 This and other projects, their 
proponents argued, would spur private investment downtown and 
create new jobs, affordable housing, and public improvements. 
Critics, however, have pointed to the city’s inability to conduct 
meaningful oversight and to extract public benefits from its 
substantial investments in downtown and bay-front 
redevelopment. 15 

California’s other big cities appeared to be better prepared to 
cope fiscally. After Proposition 13 passed in 1978, many cities raised 
new revenues by imposing utility-users’ taxes, increasing business 
taxes, and charging higher user fees. The Los Angeles Department 
of Water and Power, for example, found “surplus” revenue to balance 
the city’s budget.16 Had San Diego emulated these cities, its 
General Fund revenues would have been much higher, capable of 
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financing essential services and infrastructure without raiding its 
pension funds. Instead, San Diego became a poster child for the 
state’s tax revolt and the penurious effects of Proposition 13’s fiscal 
straitjacketing of local government.!? With the onset of the 2008 
recession, even fiscally creative cities like Los Angeles faced 
yawning budget gaps and growing demands from some residents to 
scale back pensions.18 In San Diego, the downturn brought the city 
to the verge of bankruptcy. 

Civic Meitdown 


The irony is that, before 2003, San Diego was lauded as one of 
the nation’s best-governed cities and held up as a model for the new 
millennium with its low-tax, business-friendly government; its 
downtown renaissance; and its environmentally sensitive 
planning.19 On the eve of the 1996 Republican national convention, 
San Diego was praised by Economist as “Futureville” for its vibrant 
high-tech economy; rapidly growing Mexican trade; and lean, 
efficient municipal government, with the lowest ratio of city 
employees to population among the nation’s fifty biggest cities. 20 
The urbanist Joel Kotkin hailed San Diego as an exemplar of a 
“‘Republican’ form of urban governance . . . that could make [the 
GOP] a majority party well into the next century” :21 


[Pjrivate-sector activism constitutes a critical component of making smaller and less 
expensive government work. . . . This political model, first developed by Republican 
Progressives in the early 20th century, adapts the best private-sector accounting and 
hiring practices to city government. Such governments tend to see themselves as a 
utility that serves the public rather than as a vehicle for political patronage and 
redistribution of wealth. 22 


Kotkin also claimed that San Diego “has benefited from what it 
fortunately does not have: no vast municipal welfare state, no 
entrenched urban underclass, no powerful municipal employee 
unions to skew spending priorities, and no industrial union tradition 
to make its labor force rigid. ”23 Evidently, San Diego’s Republican 
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progressive political tradition had shallow roots. Even as Kotkin was 
celebrating the city’s center-right consensus, the city was already 
having trouble managing newly assertive public-employee unions. 

Within a few short years of these sunny prognostications, San 
Diego earned national notoriety as one of the most ineptly managed 
cities, with a brink-of-bankruptcy pension deficit, multiple bribery and 
corruption scandals, resignations of key city officials, and charges of 
gross fire-safety unpreparedness in the wake of major wildfires 
destroying thousands of homes. San Diego’s metamorphosis from 
civic archetype to national laughing stock was swift. By 2004, as the 
city’s pension scandal unfolded, the New York Times proclaimed that 
“Sunny San Diego Finds Itself Being Viewed as a Kind of Enron-by- 
the-Sea,” and Governing magazine called the city “Paradise 
lnsolvent.”24 In 2005, with corruption scandals erupting amid civic 
turmoil. Fortune called San Diego “possibly the most dysfunctional 
big city in America. ”25 The Washington Post reported “a serious 
vacuum of power” in a “former beacon of good government now 
dimmed by federal corruption probes, deep deficits and election 
controversies. ”26 

According to the Los Angeles Times, “one local television 
station . . . banned use of San Diego’s longtime slogan—‘America’s 
Finest City’—until further notice, deeming it too ‘arrogant and cynical’ 
for a municipality in the throes of national humiliation. The leading 
local newspaper raised the editorial question: ‘Can San Diego sink 
any lower in the eyes of the world?’”27 “If you want to study 
municipal failure,” San Diego City Attorney Mike Aguirre observed, 
“you can’t do better than come here. ”28 

Mounting Challenges 


By 2010, a sizable $2.1 billion unfunded pension liability— 
projected to increase to $2.6 billion by 2015—placed San Diego’s 
shaky municipal finances in dubious company with once-bankrupt 
Orange County and once nearly bankrupt New York Citv.29 
Ballooning pension payments were severely straining General Fund 
outlays for critical public services like fire protection, police, parks. 
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streets, and libraries. Long considered a model “reform” city, early- 
twenty-first-century San Diego, according to the Chicago Tribune, 
exceeded political machine-era Chicago in the number of local 
public officials indicted for or convicted of bribery and corruption.^ 
Randy “Duke” Cunningham, a local congressman, was convicted in 
one of Capitol Hill’s worst bribery scandals in recent history. Three 
city council members were indicted for accepting illegal payments 
from a strip club owner and were forced to resign. Ongoing criminal 
investigations into the pension debacle led to the indictment of 
several members of the city’s retirement board. In the face of 
scandal and investigations, city hall became a revolving door, with 
the mayor, city manager, and auditor-controller all abruptly resigning. 

In the wake of these calamitous events, it was apparent that 
civic priorities were misplaced. With strong, local antitax sentiment 
and seemingly feckless political leadership, vital public services 
remained under-funded and impoverished. Despite experiencing 
disastrous wildfires in 2003 and 2007, the city had barely two-thirds 
of the fire stations needed to meet national accreditation standards. 
Its aging water and sewer infrastructure required billions of dollars in 
replacement pipes and upgrades. Instead, San Diego continued to 
seek waivers from the Federal Clean Water Act while dumping 
millions of gallons of partially treated waste-water into the Pacific 
Ocean. With key public officials opposed or sitting on the sidelines, 
voters rejected plans to build a new airport to relieve congested 
Lindbergh Field. The town’s major newspaper even labeled San 
Diego “America’s Cheapest City,” chiding residents for their love of 
public services but hatred of higher taxes, both of which contributed 
to the financial chaos.M With no new revenues and growing pension 
outlays, San Diego faced a chronic, long-term, structural-deficit 
budget crisis. 

These vexing civic failures belie San Diego’s long history of 
notable accomplishments. The creation of one of the nation’s largest 
cities on a geographically isolated scrabble of semiarid land with 
limited local water supplies was no small feat. Although the natural 
harbor, scenic coastline, temperate climate, and nearby mountains 
were impressive natural endowments, it took concerted collective 
action to build this idyllic, if troubled, paradise. Early visionaries 
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planned and built iconic Balboa Park and the world-renowned San 
Diego Zoo. Energetic civic leaders successfully lobbied for a reliable 
water supply and to reinvent San Diego as “Navy Town U.S.A.” Like 
many other Sunbelt cities, San Diego’s twentieth-century growth was 
underwritten by the federal government in the form of large-scale 
military investments. Massive public investments built on the region’s 
impressive natural endowments. 32 

Therein lies the paradox at the heart of San Diego’s storied past 
and troubled current circumstances: the city and region were built 
and sustained by big government. Even in the early twenty-first 
century, the military—payroll and defense procurement contracts— 
still accounts for a significant share of the region’s economy. The 
State of California, through investments in two large public 
universities, pumps hundreds of millions of dollars more into the 
regional economy and has fueled a significant number of business 
spin-offs. As a creature of big government, San Diego never had to 
fully pay its own way. The region grew accustomed to someone else 
—particularly the federal and state governments—paying for critical 
public services and infrastructure, ranging from aqueducts to fire 
protection. Today, however, San Diego’s public dialogue is 
dominated by conservative critiques of big government and a 
celebration of laissez-faire capitalism and rugged individualism— 
notwithstanding a still-hearty appetite for public services coupled 
with a strong aversion to paying taxes. 


When Governance Fails 


Semper vigilans (Ever vigilant). 

—Official motto of the City of San Diego 


The fiscal crisis that has paralyzed the City of San Diego for 
much of the past decade is just one dimension of a larger failure of 
the local public sphere. Equally debilitating is the neglect of basic 
infrastructure, a problem that is decades in the making and that 
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rivals the city’s unfunded pension liability in its size. Unlike the 
pension liability, which exists primarily on the balance sheets of the 
city and its retirement system, local residents feel the consequences 
of the city’s infrastructure deficit every day. San Diego does not have 
enough police officers to protect its citizens from crime. Its fire 
department lacks the personnel to respond to emergencies quickly, 
and its aging equipment is inadequate for its day-today activities, let 
alone to fight the catastrophic wildfires that have twice threatened 
core neighborhoods in the past ten years. 

San Diego’s wastewater system is out of compliance with 
federal laws passed more than thirty years ago. In the interim, the 
city has compiled one of the poorest records of sewage spills of any 
big city in the country. Imported water constitutes more than 90 
percent of the city’s supplies. Nonetheless, the city continues to 
dump most of its reclaimed water into the Pacific Ocean. San 
Diego’s library system is hemorrhaging, with too few librarians to 
staff the local branches and too little money to pay for books, 
computers, and maintenance. The city’s roads continue to decay, 
with more than 50 percent of roads in poor condition. Among the 
nation’s largest cities, San Diego’s roads are the seventh worst. 33 
The city’s lone commercial airport is undersized, near capacity, and 
already requires local residents to rely on airports outside the region. 

Considered against this backdrop, the city’s decisions to pour 
ample money, including loans backed by future revenues, into 
downtown redevelopment appear downright irresponsible. The 
resources devoted to upgrading the convention center and building a 
new downtown ballpark for the San Diego Padres—projects that, 
regrettably, yielded few public benefits to local taxpayers—extend 
beyond the property tax increment harvested by the Centre City 
Development Corporation. Local public officials have opted to 
supplement those funds with loans, land, and development rights 
that continue to affect the city’s General Fund. Equally bizarre are 
pie-in-the-sky proposals for a new central library, a second 
convention center expansion, a modern city hall campus, and—more 
recently—a downtown stadium for the San Diego Chargers. 

In short, the modern political history of San Diego has been 
marked by persistent and systematic governance failures, of which 
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the city’s fiscal crisis is just one stark example. Urban practitioners 
and scholars agree that the most appropriate criterion for assessing 
the quality of local governments is by their ability to govern—to 
effectively mobilize both public and private resources to achieve 
collective goals. The focus on governance recognizes that urban 
areas today confront incredibly complex social and political 
challenges that often exceed the capacities of both local government 
and key stakeholders such as the business communitv.34 
Contemporary urban problems can be tackled only through 
sustained cooperation between the public and private sectors that 
strategically deploys the resources of each to bring about desired 
policy outcomes. Governance failures occur when public and private 
actors fail to coordinate to advance welfare-enhancing policies and, 
alternatively, when civic elites succeed in channeling the powers of 
government to benefit narrow, private interests at the expense of the 
broader city interest. San Diego over the past twenty years 
exemplifies both types of failures. 

The informal coalitions between elected officials and local 
private-sector leaders that define the governing capacity of cities 
have been described by urban scholars as “regimes.” Clarence 
Stone’s influential study of Atlanta first popularized regime theory as 
a tool to describe and classify cities on the basis of the identity of 
actors who participate in their governing coalitions. Within this 
framework, San Diego most resembles many other cities with limited 
governing capacity and weak regimes. Historically, declining regimes 
have most often emerged in the former industrial capitals of the 
Frostbelt, such as Detroit and Cleveland.^ However, traditional 
explanations for urban decline, which focus on shrinking populations, 
deindustrialization, and suburbanization, cannot explain the 
widespread governance failures in San Diego, a growing Sunbelt city 
where service industries and tourism have long overshadowed 
manufacturing as the primary source of jobs and where the urban 
core has peacefully coexisted with single-family suburbs within the 
city’s municipal boundaries. 

In many ways, this book builds on the work of regime theorists 
such as Clarence Stone and Stephen Elkin. Like these scholars, we 
focus on local politics as a source of social production rather than 
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social control. Governing San Diego is about the power to achieve 
public objectives rather than the exercise of power over its 
citizens.36 However, our study departs from this theoretical 
approach in important respects. As Gerry Stoker has argued, regime 
theory is a tool that should be used “to explain a process rather than 
to predict an outcome.”^ Too often, however, description and 
explanation are conflated—for example, progressive regimes are 
those with progressive public policies, and weak regimes are 
denoted by the incidence of fiscal or other civic crises. In contrast, 
this study not only chronicles the governance failures of San Diego 
but also seeks to identify their primary causes—key factors that vary 
across cities and can be used to explain and predict policy 
outcomes. 

In addition, although we focus on the central role of political and 
business elites—the primary actors in regime theory—in setting the 
political agenda and mobilizing public support for civic initiatives, our 
analysis also places ordinary voters at the heart of San Diego’s 
governance problems. Although effective leaders can and often do 
move public opinion, our account recognizes that voter preferences 
and the broader political culture greatly constrain the strategies and 
options available to public-sector and private-sector leaders. As 
Royce Hanson has argued in his study of Dallas, political culture can 
create a “logic of appropriateness” that defines the parameters within 
which political debates are held, public decisions are made, and 
conflicts are resolved.38 In San Diego, the voice of the voters is 
amplified through political institutions—including the frequent use of 
the initiative process and voter-approval requirements added to the 
state constitution in the late 1970s—that not only structure the 
interactions between public officials and the business community but 
also define the relationship between elected officials and their 
constituents. 

More generally, our account stresses the microfoundations of 
urban governance, a term borrowed from economics that 
emphasizes individuals, rather than the city, as the primary unit of 
analysis. Throughout, we pay particular attention to the motives of 
individuals—whether voters, elected officials, or business owners— 
and the strategies available to them to achieve their goals. By 
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rejecting alternative accounts of urban politics based largely on 
theories of economic determinism, this book emphasizes the political 
choices of San Diego’s civic leaders and its citizens, and it pays 
close attention to the alternative paths not followed and the resultant 
outcomes.^ In San Diego, systematic governance failures have 
been an unintended, but largely predictable, by-product of these 
decisions. 


Explaining Governance Failures 


The roots of the city’s failures are not in the necessity of earning its keep but in how 
that impulse gets translated into action. 

—Stephen L. Elkin, City and Regime in the 
American Republic, 198740 


How can San Diego’s local governance failures be explained? 
We have spent several years researching this question—culling 
through countless primary documents; compiling detailed statistics 
measuring local inputs and outputs; interviewing former city officials 
and other informed observers; and reading hundreds of news 
accounts, local histories, and academic analyses. Several recurring 
explanatory themes emerged from the secondary sources we 
consulted and were echoed by those we interviewed who had 
firsthand knowledge of the policy decisions analyzed in this study. 
We have organized these themes into three broad explanatory 
categories: leadership, political culture, and political institutions. 
These form our primary explanatory variables in the chapters that 
follow. 

Leadership 


The first category, leadership, is perhaps easiest to describe but 
its impact hardest to measure or explain. Unlike Atlanta or Dallas 
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and many other cities, contemporary San Diego lacks cohesive and 
effective business leadership. This was not always the case. 
Powerful business moguls like John D. Spreckels, who invested in 
regional water and transportation systems, shaped the city’s early 
trajectory. Later, a well-organized business community led a 
concerted campaign to lure the U.S. Navy to San Diego. In the years 
following World War II, local defense contractors such as Reuben 
Fleet, bankers, hoteliers, and real estate developers provided the 
city with a critical mass of civic-minded business leaders concerned 
about San Diego’s future. In the late 1950s, many of these leaders 
organized San Diegans Inc., which was instrumental in drafting early 
plans for the city’s downtown revitalization. Like the economist 
Mancur Olson’s “stationary bandit,” the pursuit of personal profit 
encouraged these business leaders to promote needed investment 
in public services and infrastructure, thus providing critical private- 
sector leadership necessary to sustain public initiatives with 
widespread positive spillovers.41 

Over the past thirty years, however, San Diego’s corporate civic 
leadership has diminished. The savings-and-loan scandals of the 
1980s crippled San Diego’s financial services sector. The end of the 
Cold War led to a decline in local defense-related firms and 
employment. More than anything, however, the decline is a 
consequence of global economic forces. Today, San Diego’s 
financial services sector consists largely of regional branches of 
national and multinational megabanks. Similarly, local hotel 
proprietors compete with international chains, which capture a large 
share of the region’s tourist traffic. More recently, the city’s only 
major daily newspaper—never a strong civic watchdog—^was sold to 
a private equity group located in, of all places, Beverly Hills. In place 
of Spreckels and Fleet, San Diego’s new private-sector 
entrepreneurs more closely resemble Olson’s “roving bandits”— 
pursuing exceedingly narrow, single-issue agendas that provide few 
positive spillovers for the entire city. With the decline of civically 
engaged local business leadership, the politics of extraction have 
replaced policies promoting public investment. 

These changes, not unique to San Diego, have had several 
effects. First, the absence of corporate civic leadership has removed 
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a strong source of nnonitoring of local governnnent’s perfornnance. 
Unlike residents who pay little attention to politics, local businesses 
have an interest in the health of the city by virtue of their role as 
major employers and property owners. Increasingly staffed by 
branch-plant managers with few local roots, the region’s major 
corporations today are less inclined to see their fate and the city’s as 
intertwined. As such, their interest in local politics has declined. 

Second, as Clarence Stone has argued, corporate civic 
leadership provides local governments with critical resources needed 
to accomplish public objectives.^ Business leaders can serve their 
communities in many ways, including by serving on local boards, 
partnering on programs of mutual interest, identifying and mobilizing 
funding for local initiatives, and contributing information and 
expertise. This vital component of civic culture has diminished in San 
Diego and elsewhere.43 Finally, the deterioration of business 
leadership has had consequences for downtown development. As 
the influence of broad-based groups of executives like San Diegans 
Inc. has declined, redevelopment policy, for example, has become 
the province of real estate speculators and developers, whose 
interests are often short term and project SDecific.44 

The vacuum left by San Diego’s mostly absentee business 
establishment has not been filled by public-sector officials. In the 
postwar era, the development of many big cities was profoundly 
shaped by the activities of political leaders, such as Mayors Richard 
J. Daley in Chicago and Tom Bradley in Los Angeles, and by 
bureaucratic entrepreneurs, such as Robert Moses in New York. 
With the notable exception of Mayor Pete Wilson (1971-1982), San 
Diego has lacked transformative leadership to achieve collective 
purposes. 45 

Political Culture 


The second category, political culture, describes the general 
political dispositions of the city’s residents. As a navy town swelled 
by returning veterans after World War II, San Diego’s civic identity is 
shaped in important respects by the military service of many of its 
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citizens. Even today, the city remains home to some of the largest 
concentrations of veterans in California.^ Political sociologists have 
long hypothesized that military service would be closely linked to the 
political preferences of individuals, as a result of both the 
transformative experiences of service and self-selection on the part 
of people who sign up to serve in an all-volunteer military. “In an 
institution that values conformity and conservatism, and whose core 
value is national defense, [veterans’] attachment to the 
contemporary Republican Party seems a reasonable assumption,” 
some scholars have suggested. 47 Although the empirical evidence 
is mixed, some studies have found a significant conservative tilt in 
the preferences of veterans. 48 

Political ideology, however, is but one part of the story. Other 
aspects of the local political culture, like social capital, cut across 
partisan and ideological lines. Social capital is a concept that 
scholars use to denote the norms and social relationships embedded 
in a community that allow people to coordinate their activities to 
achieve desired ends.49 More practically, social capital refers, in the 
words of the political economist Francis Fukuyama, to “the ability of 
people to work together for common purposes in groups and 
organizations.”^ The dimension of social capital we focus on here is 
local residents’ trust in government. If local government is to be 
effective, it must cultivate support for its actions and policies among 
voters. If voters perceive government as wasting resources or 
engaging in activities that conflict with their preferences, they will not 
support the officeholders who are responsible, whether by returning 
them to elective office or by granting their requests for new revenues 
and authority. 

San Diegans have little trust in local government. Given the 
city’s recent history, voter distrust is perhaps justified. The level of 
distrust, however, goes beyond residents’ appraisals of local 
government performance. At a basic level, many San Diegans, 
Republicans and Democrats alike, believe that local government 
ought to do as little as possible; they prefer allowing the private 
sector to take the lead. They believe that local government officials 
waste much of the money they receive in taxes and that government 
spending can be cut dramatically without consequence to the quality 
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of public services they receive. Mark Baldassare described the 
sentiments of many San Diego voters well in noting the disconnect 
among suburban voters in their support for initiatives limiting tax 
increases and their desire to maintain or even increase spending on 
public services.^ In short, local voters want to pay less for the 
services they receive and blame elected officials or municipal 
employees when deficits arise or services are cut. 

High voter distrust of local government animates local politics in 
San Diego and has shaped responses to the pension scandal, fiscal 
crisis, and other policy challenges. Public officials accept voters’ 
antipathy to tax increases at face value and strive to avoid programs 
and policies that would require them. Nonetheless, these same 
officials recognize that cuts to public services enjoyed by middle- 
class voters will be unpopular. These competing pressures provide a 
context for understanding efforts to tap municipal pensions for 
budget relief. 

What kind of politicians succeed in such an environment? Urban 
sociologist Terry Clark coined the term new fiscal populism to 
describe a breed of public officials who flourish under conditions of 
voter distrust of local government. Such politicians win office by 
advertising their fiscal and managerial credentials. Their combination 
of fiscal conservatism and social liberalism appeals to voters who 
want to keep the costs of government low while avoiding extreme 
positions on social issues like affirmative action and the 
environment.^ The current San Diego mayor, Jerry Sanders, a 
former police chief who pledged to play hardball with municipal 
employees and reversed his opposition to gay marriage, is very 
much a new fiscal populist. Unfortunately for Sanders and other 
mayors in this vein, even as voters have asked politicians to wring 
ever-greater efficiencies from local government, their appetite for 
public services has not slackened one bit. 

In San Diego, the tenuous fiscal situation is exacerbated by the 
actions of opportunistic politicians in the new fiscal populist mode. 
These politicians attempt to stoke rather than deflect voter anger 
with accusations of governmental fraud, waste, and 
mismanagement. In San Diego, conservative fiscal populists have 
presented voters with a simple narrative whereby greedy public 


29 


employees and powerful public-sector unions are entirely 
responsible for the pension deficit and the need for massive budget 
cuts. 

Political Institutions 


The third category, political institutions, refers to the extent to 
which the structures of local government align the career incentives 
of public officials with the long-run interests of voters. San Diego 
entered the 1990s with a regime whose institutions reflected the 
legacies of Sunbelt-style reform. A critical aspect of this legacy was 
a fragmented public sphere that featured weak deliberative and 
executive capacities. The deliberative capacities of local government 
were concentrated in a city council composed mainly of amateurs 
who relied on the city manager for information and resources. The 
council’s deliberative capacities were also shaped by the adoption of 
district elections in 1988 and term limits in 1990. The unelected city 
manager controlled the regular departments of city government, but 
executive authority was spread out among myriad special-purpose 
governments, including independent boards overseeing airports, the 
port, the convention center, downtown redevelopment, and the 
municipal pension system. 

Designed in the old reform tradition, these boards were 
controlled by experts—usually individuals with a deep and personal 
involvement in the policy areas they were overseeing and whose 
interests often diverged from those of the broader San Diego 
electorate. 53 Fragmentation helped insulate these policy arenas 
from political interference but simultaneously made it exceedingly 
difficult for elected public officials to mount a coordinated response 
to crises like the pension scandal in 2004 and the global economic 
downturn in 2008 or to bring policy into closer alignment with voter 
preferences when they strayed too far. 

Like other California cities, San Diego entered the 1990s with a 
more limited range of fiscal tools than is available to many cities 
elsewhere. Under Proposition 13, local governments must attain 
approval from two-thirds of voters before raising most taxes. 
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Subsequent court decisions and additional voter-approved initiatives 
(Proposition 62 in 1986 and Proposition 218 in 1996) established 
that any local taxes, whether for general or specific purposes, 
require a vote of the people. Constraints on local taxation have led 
public officials throughout California to adopt other mechanisms for 
financing government activity. After Proposition 13, many turned to 
revenue bonds, a form of borrowing in which future revenues secure 
the debt obligation. Cities have also used a litany of fees and 
charges for admission to city-owned facilities (e.g., museums), 
parking, business licenses, and franchises (e.g., 
telecommunications). Each of these revenue sources has the virtue 
that it does not require a vote of the people. But they typically 
provide less flexibility to local governments than taxes on local 
property, sales, or hotel occupants do. 

We argue that San Diego’s misplaced priorities reflect in part the 
workings of a political system that fails to align the interests of public 
officials with the citizens they represent. First, the high bar for raising 
local revenues empowers small minorities and makes the status quo, 
however intolerable, difficult to change. Second, fragmentation of 
political authority among the regular branches of government and a 
host of unelected boards and commissions militates against a 
coordinated response to local problems and further strengthens the 
hand of small but influential interest groups. Third, the switch to 
district elections after 1988 has encouraged members of the city 
council to cultivate narrow constituencies while neglecting citywide 
needs. Finally, the imposition of term limits for elective offices 
reduced the time horizon of elected officials, who became far more 
willing to sacrifice long-term stability in exchange for short-term 
gains.M Term limits also eliminated whatever institutional memory 
existed on the council, thus giving special interests a distinct 
information advantage. 

Our argument, in a nutshell, is that the deficient policy outcomes 
recently experienced in San Diego, including the pension scandal 
that brought the city to the edge of insolvency and political collapse, 
are an outgrowth of deterioration along these three critical 
dimensions. San Diego’s extreme outcomes cannot be explained 
with reference to a single area of public activity or civic infrastructure. 
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They required a systematic breakdown in the fundamental supports 
of local democracy. Local governments function best when private- 
sector investment supplements their efforts; when local residents, 
media, the business community, and other interest groups monitor 
their activities; and when political institutions align the career 
interests of public officials with the interests of a majority of 
constituents. Local governments function poorly when one of these 
conditions is not met. Where most of these conditions are lacking, as 
in San Diego, local governments hardly function at all. 

In San Diego, local government failure has taken at least two 
particular forms. First, there are public policies that favor private 
interests at the expense of the public good. Such policies include 
financing strategies that provide money for new, but not old 
neighborhoods; shift money from the General Fund to downtown 
redevelopment; and earmark scarce local revenues for tourism 
marketing, environmental mitigation, and other special uses. They 
also include governance strategies that stack decision-making 
bodies—for example, the boards of the quasi-public downtown 
redevelopment corporation, retirement system for municipal 
employees, and private conservancy to manage Balboa Park—in 
favor of special interests. 

Second, there are public policies that privilege short-term 
considerations over long-term health and stability. The back loading 
of costs approved in successive deals to underfund the pension 
system and the supply-side logic of financial plans for big projects 
like Petco Park are just the most notable examples. Policies that 
require political actors to give up something now in return for 
something later cannot be made because most actors have limited 
shelf life; those with significant longevity do not believe that the 
something later will ever materialize. 


Urban Governance in a New Era 


There is a San Diego brewing in every community. 
—San Diego City Councilman Carl DeMaio, 200855 
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Given the social, economic, and political changes currently 
transforming American cities, we believe that San Diego’s 
experience holds important lessons for understanding the evolution 
of urban governance at the start of the twenty-first century. Although 
we expect few other cities to experience as extraordinary and swift a 
decline as San Diego, recent research has documented evidence of 
significant deterioration in civic capacity along the three key 
dimensions that we examine in this study. 

Across the country, the continuing pressures of globalization 
and suburbanization have accelerated the decline of corporate 
leadership in civic affairs. In many regions, mergers and acquisitions 
by global corporations are replacing local executives with managers 
who lack personal ties to their communities and possess few career 
incentives to participate in local public policy debates. Among local 
business leaders who remain engaged, their attention is shifting from 
the central city to broader regional and metropolitan initiatives 
designed to foster economic competitiveness.^ Given the historic 
nadir in private-sector unionization rates, regional labor federations 
are becoming increasingly dominated by the construction trades and 
government employee unions, which is creating growing conflicts 
between these groups’ responsibility to represent the interests of 
their workers and labor leaders’ broader roles as community 
watchdogs and governing coalition partners. 

Even as they lose their historical partners in the business 
community, public officials are facing new challenges that undermine 
their capacity to govern. Two institutional innovations first 
popularized in California—municipal term limits and constitutional 
tax-and-expenditure limitations—have become common in many 
other parts of the country in part because of growing public distrust 
of local government. Currently, nearly half of America’s largest cities 
limit the tenure of their chief executives or legislators.^ Following 
the passage of California’s Proposition 13 in 1978, almost every 
state has moved to adopt statutory or constitutional restrictions on 
the taxing powers of local governments.^ In addition, stronger 
federal civil rights protections and successful demands for 
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incorporation by previously excluded minority groups have been 
responsible for the growing use of district-based city council 
elections in historically reformed cities, thus weakening the electoral 
link between citywide interests and public officials. 

Although San Diego’s fiscal crisis has ample local plot lines, its 
basic story about how pension mismanagement leads to political 
scandal and financial ruin is likely to replay across the country in the 
coming years. In this sense, San Diego’s turmoil serves as the 
proverbial canary in the coal mine for state and local governments 
across America, which have only begun to realize the financial 
impacts of the generous promises made to retiring employees in the 
context of pension investment losses suffered during the nation’s 
2008 economic crisis. Although San Diego has felt the financial and 
political consequences of its pension mismanagement earlier than 
most governments, because it relied on the pension fund to backfill 
city budgets sooner and to a larger extent than most, its experience 
is by no means unique. 

State and local governments currently owe an estimated $2.37 
trillion in retirement benefits to their workers. Many of these entities, 
like San Diego, have had to manage large cutbacks in federal 
funding and state and local revenue constraints imposed by voters. 
As a result, pension funds across the country have formed attractive 
targets for state and local governments seeking temporary budget 
relief. The City of Chicago faces significant deficits in the eight funds 
it manages for municipal workers. In New Jersey, chronic 
underfunding of the state pension fund has created a liability 
estimated at anywhere from $24 billion to $54 billion. 59 

In 2003, the federal government estimated that pension funds 
for state and local government workers faced a funding gap of $278 
billion. More recently, an analysis by Barclays Global Investors found 
that the underfunding problem was closer to $700 billion. In this 
context, the pension scandal and ensuing financial crisis in San 
Diego is likely to be a harbinger of pension wars looming in many 
cities and states across the country. How San Diego has responded 
to these growing challenges amid declining business and political 
leadership provides important lessons for local governments now 
finding themselves in similarly difficult straits. 
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Organization of the Study 


A city is a body of fate, but unfortunately the world cannot be persuaded that San 
Diego is anything other than a sunny congeries of tourist attractions. . . . Historically, it 
seems San Diego cannot represent itself, and is barely represented by others. In 
history and literature, though America’s seventh largest city at the millennium, it 
scarcely registers. 

—Mike Davis, Kelly Mayhew, and Jim Miller, Under the Perfect Sun, 200360 


Despite national media attention to its civic woes, no longer 
bland-and-benign San Diego—California’s second-largest city, and, 
as of 2010, the nation’s eighth-biggest city—has received little 
scholarly attention.^ Unlike New York or Boston in the Northeast, 
Chicago in the Midwest, Atlanta in the South, and Los Angeles and 
San Francisco on the West Coast, San Diego is little researched and 
understood. Whereas Sunbelt cities of comparable size, like 
Phoenix, Houston, Dallas, and Las Vegas, can boast of one or more 
comprehensive urban political histories, San Diego is still awaiting its 
first scholarly political biography.^ Though among the least studied 
of major American cities, San Diego’s recent civic troubles can offer 
valuable lessons for cities experiencing pension and budget deficits, 
public service and infrastructure deficiencies, and other governance 
challenges. 

Based on extensive field research and the authors’ involvement 
in local civic affairs,^ Paradise Plundered explores San Diego’s 
intertwined fiscal crisis and governance failures in the context of 
twenty-first-century regional and binational transformation. How did 
this ostensible paradise endowed with “splendid assets”—a mild and 
stable year-round climate and a “bold natural endowment” of 
mountains, mesas, canyons, and sea64 —and boasting a high-tech 
knowledge-based economy and reputation as a world-class tourist 
destination become a veritable Potemkin village, beset with 
seemingly intractable fiscal, public service, infrastructure, and 
planning problems? In answering this question, the next seven 
chapters tell three interrelated stories. 
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First, in Chapter 2 . we trace San Diego’s growth trajectory from 
the 1800s to 1990. We examine the city’s early rivalry with Los 
Angeles, its development as a navy town, and its more recent 
evolution into a high-tech, tourist-oriented boomtown. Throughout, 
we focus on the role of leaders in shaping the city and region—from 
early-twentieth-century businessman John D. Spreckels to Mayor 
Pete Wilson in the 1970s and 1980s. Like other Sunbelt cities, San 
Diego’s post-World War II regime was characterized by strong 
business leadership, weak labor and minority groups, and compliant 
politicians advocating low taxes. However, by the 1970s the old 
regime was faltering. Unlike cities such as Dallas or Atlanta, San 
Diego became a quintessential branch-plant town, where business 
leaders have little interest and involvement in local public affairs. 

Second, Chapters 3 -6 examine San Diego’s major fiscal, public 
service, planning, and redevelopment challenges. In Chapter 3 . we 
trace the roots of the city’s pension debacle and budget crisis to 
voters’ approval of Proposition 13, which sharply reduced local 
property taxes and erected new barriers to raising revenues in the 
future. In San Diego, more so than elsewhere, this fueled the 
development of “creative” financing techniques to raise revenue 
without having to seek voter approval. In Chapter 4 . we benchmark 
San Diego’s fiscal performance against other California cities and 
document the growing underfunding and deterioration of its basic 
public services and infrastructure. San Diego, with its early and 
extensive raids on municipal pensions, represents a cautionary tale 
for other communities now experiencing pension deficits and fiscal 
stress. 

Chapter 5 explores the sharp disconnect between San Diego’s 
soaring ambitions for costly new public monuments and the reality of 
inadequate project funding. Over the past several years, public 
officials unveiled plans for a new city hall and downtown central 
library. A mayoral task force endorsed a $750 million convention 
center expansion, and a proposal has surfaced for a publicly 
subsidized Chargers football stadium downtown. Despite the city’s 
gaping budget shortfalls, such projects continue to garner serious 
consideration. 
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Chapter 6 examines redevelopment policy making. Although 
San Diego is heralded for its apparent downtown renaissance, the 
city is also notorious for its generosity and lax oversight with respect 
to redevelopment. We compare the benefits and costs of San 
Diego’s nonprofit corporation model for downtown revitalization 
relative to Los Angeles and San Francisco, which use citywide 
redevelopment agencies. We also critically evaluate the widely 
celebrated public-private partnership underwriting Petco Park and 
ancillary development in nearby neighborhoods, as well as the city’s 
experience with two military-base reuse projects. 

Third, in Chapter 7 . we look more broadly at regional and cross- 
border infrastructure and governance challenges and failures. The 
San Diego region faces a host of thorny infrastructure issues, 
ranging from inadequate port and airport facilities to growing water- 
supply reliability concerns. For infrastructure, San Diego relies on 
single-purpose special districts that magnify the parochial voices of 
suburban and rural jurisdictions at the expense of the central city. 
San Diego remains in the shadow of Los Angeles and heavily 
depends on L.A.’s superior port, airport, rail, and water systems. 
There are also cross-border issues, ranging from illegal immigration 
to escalating drug-related violence in neighboring Tijuana. San 
Diego is the nation’s busiest border crossing. Nonetheless, there is a 
long-standing debate over whether the two economies and societies 
can and should be better integrated. 

Finally, in Chapter 8 . we reexamine the leadership, political 
culture, and institutional forces that have shaped San Diego’s fiscal 
crisis and governance failures. In doing so, we consider the lessons 
to be gleaned from San Diego’s recent experiences, its current policy 
options, and its prospects for the future. Among the leading policy 
choices are the wholesale privatization of city services and even 
bankruptcy. We believe San Diego’s quandaries and culprits deserve 
careful scrutiny. In the early twenty-first century, the city has become 
one of the nation’s leading examples of fiscal mismanagement, poor 
governance, and misplaced policy priorities. As the federal 
government, states, and cities search for ways to close cavernous 
budget deficits, pay for underfunded pensions and over-burdened 
public services, and reorder their priorities, they would do well to 
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study prosperous and seemingly idyllic San Diego as a cautionary 
tale. 
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Growth and Governance Challenges, 1800s-1990 

2 Never, Never La-La Land 


San Diego is now the largest and thinnest populated county in the state; yet it could 
be made the richest, most populous. A little wise statesman-ship and masterly activity 
is all that is necessary to make everybody rich, happy and contented. 

—San Diego Herald, before ceasing publication in April 78601 


The English historian Lord Acton once wrote that “history [is] ... not 
a burden on the memory, but an illumination of the soul. ”2 The 
sentiment is apt for San Diego. San Diego has a long and rich 
history, its claims to Futureville notwithstanding. This history is 
informative for understanding the challenges now facing the city and 
region. In particular, the major factors contributing to San Diego’s 
current woes—residents’ unwillingness to raise taxes, the lack of 
strong political leadership, the erosion of business elites’ 
cohesiveness and capacity, and poorly formed and performing 
political institutions—have historical roots and antecedents. Equally 
important is San Diego’s long-standing rivalry with its northern 
neighbor, Los Angeles, located 120 miles away. Against the 
backdrop of this history, the pension crisis, infrastructure deficit, and 
other municipal woes appear to be a natural evolution from, rather 
than an abrupt break with, the past. 

From the 1800s to World War II, San Diego’s main challenge 
was too little growth. San Diego was outmaneuvered by Los Angeles 
in the early competition for growth and development of infrastructure 
to support manufacturing activity. San Diego’s consolation prize was 
the U.S. Navy, the pursuit of recreation and tourism as a major 
development strategy, and subordinate regional status. While Los 
Angeles built infrastructure crown jewels—^world-class municipal 
water, power, harbor, and airport facilities—that fueled its early 
industrialization and rapid growth, San Diego emphasized quality-of- 
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life concerns. Its amenities-oriented crown jewels consisted of 
Balboa Park, the San Diego Zoo, Mission Bay, and pristine local 
beaches. These divergent investment strategies resulted in markedly 
different growth trajectories. By 1940, the City of Los Angeles’s 
population had soared to 1.5 million; San Diego’s population stood at 
200 , 000 . 

Since World War II, however, San Diego has experienced rapid 
growth, which has given rise to new challenges. From 1940 to 2008, 
San Diego’s population increased by 650 percent—to 1.3 million 
residents—whereas the City of Los Angeles (notwithstanding 
prodigious suburban growth) grew at a slower rate, to 3.8 million 
residents. By the 1980s, San Diego’s sprawling growth had spawned 
antigrowth groups like Prevent Los Angelization Now! challenging 
the hegemony of the local growth machine. Nonetheless, lacking the 
transportation and water infrastructure to support its burgeoning 
population, San Diego chose throughout most of the twentieth 
century to heavily rely on the superior facilities of Los Angeles. From 
the distant past to the present, San Diego’s development has been 
fundamentally shaped by its rivalry with L.A. 

This chapter examines the historical forces shaping the 
development of modern San Diego and its current fiscal, 
infrastructure, and governance quandaries. Given that San Diego is 
understudied and little understood, we use a “thick description” 
narrative approach to provide needed historical context for the city’s 
major growth and governance debates, the key actors involved, the 
strategies pursued, and the outcomes that resulted.3 

We consider five major eras of San Diego’s development from 
the early 1800s to 1990. First, we explore the fierce nineteenth- 
century competition between Los Angeles and San Diego for 
infrastructure development (e.g., railroad, harbor, water), regional 
growth, and hegemony. San Diego’s infrastructure deficiencies 
reflect a long-standing pattern of inadequate civic leadership, 
governance arrangements, and public investments. 

Second, we explore the heavy-handed reign of business mogul 
John D. Spreckels and the failure of Progressive Era reform efforts, 
from 1900 to 1917. Although the era featured notable 
accomplishments such as the development of Balboa Park, 
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Spreckels and his allies thwarted political and planning reforms and 
retarded public infrastructure development. 

Third, we examine the building of Navy Town U.S.A. and the 
local military-industrial complex, from 1917 to 1945. Bringing the 
military to San Diego was a major achievement, the result of 
strenuous and effective lobbying by determined public officials and a 
cohesive business community. The massive military presence 
strengthened the region’s conservative political culture. It also 
weakened local governance capacity as San Diego ceded control of 
critical land-use, infrastructure, and fiscal authority to Washington, 
D.C. 

Fourth, we consider the postwar challenges of downtown 
revitalization, suburban sprawl, municipal corruption, and the 
incubation of a high-tech economy, from 1945 to 1971. In this era, 
city hall was controlled by a Sunbelt-style, business-led growth 
machine dedicated to low taxes. The course of events was 
powerfully shaped by another business mogul, C. Arnholt Smith. Yet 
taxpayer protests over underfunded new development, major 
planning and growth conflicts, and a corruption scandal weakened 
business rule. 

Finally, we critically evaluate iconic Mayor Pete Wilson and his 
mayoral successors, focusing on new and consequential approaches 
to public finance, governance, and planning, from 1971 to 1990. 
Arguably, many of the city’s current pension, budget, and 
governance difficulties can be traced to the Wilson administration 
(1971-82), which championed fiscal conservatism, an underfunded 
growth management plan, and a “shadow” government for downtown 
revitalization. Subsequent mayors embraced Wilson’s policies. In 
this era San Diego became a quintessential branch-plant town. 


In the Shadow of Los Angeles 


When I proposed the Tenth Avenue [marine] terminal, I was told it would be 
impossible to compete with Los Angeles for commercial shipping—that we should be 
content with keeping this a Navy port and yachtsman’s paradise. . . . We’re going to 
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have to fight Los Angeles for every inch of industrial development for years to come. . 
. . Los Angeles wants us as a satellite, and not an independent industrial complex. 

—San Diego Unified Port District Director John Bate, 19634 


In contradistinction to the urban theorist Edward J. Soja’s 
famous postmodern formulation—“It all comes together in Los 
Angeles”5—stands San Diego. Until well into the twentieth century, 
San Diego was a perennial also-ran to its Southern California 
neighbor and rival Los Angeles. Site of the first landfall (in 1542) and 
first settlement (in 1769) by Europeans in Alta California, San Diego 
lacked the wherewithal to translate early settlement into regional 
predominance relative to Los Angeles.6 

The reasons for this failure appear rooted in a history that 
predates San Diego’s emergence as an American city. Unlike L.A.— 
a pueblo, or town, from the start—Spanish and then Mexican San 
Diego was founded around the dual nuclei of mission and presidio, 
or military garrison. These two centers of authority sometimes 
competed, yet they shared an authoritarian ethos not always 
congenial to civic engagement or private enterprise. At its inception, 
San Diego was an embattled colonial outpost—cut off from eastward 
supply by steep mountain passes, threatened by interior Native 
American bands, and made vulnerable to seaward attack by its 
natural harbor. When San Diego finally sought to shift from presidio 
to pueblo, its model was Los Angeles.7 

San Diego County was incorporated in 1850 by California’s first 
legislature as the state’s first county, and the town of San Diego 
became the locus of a new, increasingly Anglo merchant class. 
Dreaming of harbor development, railroad acquisition, and real 
estate profits, San Diego’s newcomers planned a townsite, built a 
wharf, and persuaded the army to add a depot and post. Despite 
lofty ambitions, the struggling New Town, San Diego’s current 
downtown, went bankrupt in 1852. Shortly thereafter, and until 1889, 
it was governed by an archaic board of trustees, elected irregularly 
and granted only limited municipal lawmaking powers by the state 
before 1876. After the Civil War, the board of trustees petitioned the 
state legislature to allow it to convey public lands to the federal 
government to build a naval depot and “harbor of refuge.” Los 
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Angeles retaliated by lobbying successfully to have the mail 
delivered to L.A. by stagecoach from Arizona through the San 
Gorgonio Pass, rather than to San Diego through the Jacumba 
Pass.8 

Dashed Railroad Dreams 


Los Angeles and San Diego both rode an economic roller 
coaster as they fiercely competed to become the region’s terminus of 
a transcontinental railroad. The major difference was that L.A. 
achieved early, decisive success in 1876 by linking with the Southern 
Pacific Railroad, whereas San Diego repeatedly experienced a 
boom-bust cycle of frustrated railroad expectations, never fully 
reaching its goal. In 1854, San Diego organized and granted nine 
thousand acres of public land to the San Diego & Gila, Southern 
Pacific, and Atlantic railroads to link along the thirty-second parallel 
with the antebellum Southern transcontinental line that was never 
built because of the Civil War. This would be the first of many 
attempts by the city to attract private investment with public land 
giveaways. 

The plans for New Town harbor development—to be located 
several miles south of Old Town, San Diego’s original settlement at 
the foot of Presidio Hill—by local entrepreneurs disappeared into 
dust. From the 1850s onward, the local population ebbed and flowed 
with dreams of railroad development. Little else attracted early 
settlers to the place. According to Thomas Whaley, a newcomer from 
New York, writing home in 1855: “We all think about the great 
railroad and believe that it must terminate here. And if it does I have 
enough land to make me as rich as any man can wish to be. For this 
alone, I am induced to remain in this dreary place, the inhabitants of 
which (many of them) are from the rough-scruff of creation. ”9 

In 1869, John C. Fremont’s Memphis, El Paso, and Pacific 
Railroad made illusory promises to San Diego New Town builder 
Alonzo Horton that fueled a short boom. In 1880, negotiations 
commenced for a new regional railroad to become part of the 
Atchison, Topeka, and Santa Fe Railroad’s transcontinental system. 
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Service on the local connector began in 1883, and the first 
transcontinental train arrived in San Diego in 1885. But the 
financially strapped Santa Fe soon moved its offices and shops 
inland to San Bernardino, to be better positioned to compete with the 
Southern Pacific in L.A., thereby disappointing hopes for a 
permanent San Diego terminus. To add insult to injury, the Santa Fe 
routed most of its traffic to San Diego through L.A. and joined the 
Southern Pacific in a citrus pool fixing freight rates that made it more 
expensive to ship San Diego produce to New York than to import it 
from Sicily. A San Diego delegation that went to L.A. in 1900 to 
meet, hat in hand, with the Southern Pacific’s imperious Collis P. 
Huntington received no better treatment. 10 

The boom of the 1880s—^when San Diego experienced a 
fivefold population increase (to sixteen thousand compared with Los 
Angeles’s fifty thousand residents) and a hundredfold increase in the 
price of city lots, as well as the introduction of electric lights and 
streetcars—soon turned into a bust. During the depressed 1890s, 
San Diego’s population stagnated, and local entrepreneurs saw 
investments in harbor development undercut by the nightmarish 
prospect of Los Angeles’s new San Pedro harbor. 1J. 

Finally, there was the early-twentieth-century denouement of 
San Diego’s railroad ambitions. In 1919 local business mogul John 
D. Spreckels—scion of the San Francisco sugar-refining fortune— 
drove in the golden spike completing the San Diego & Arizona 
Railway. Spreckels’s railroad was not a legitimate transcontinental 
terminus but an ill-starred, short-haul line connecting San Diego to 
the Southern Pacific’s route from New Orleans to L.A. and San 
Francisco.12 Los Angeles reformers united with Los Angeles Times 
publisher Harrison Gray Otis—a political reactionary but civic patriot 
—to end economic and political domination by the powerful Southern 
Pacific Railroad, notoriously known as the “Octopus.” A few years 
later, San Diego reformers put the best face on the success of John 
D. Spreckels in fastening the Octopus’s tentacles even tighter 
around their city’s future. Spreckels was the Southern Pacific’s 
secret, self-styled confidential agent. The mirage of railroad 
independence Spreckels had carefully cultivated evaporated when 
the Southern Pacific formally acquired the troubled San Diego & 
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Arizona Railway in 1933. Passenger service was phased out entirely 
by 1951 and freight service after Hurricane Kathleen in 1976.13 

Civic Faiiures 


The usual explanations for formative San Diego’s dashed 
railroad dreams revolve around bad timing, dubious railroad 
finances, and the chronic machinations of the Southern Pacific 
Railroad. The Southern Pacific appeared intent on protecting its core 
investments in San Francisco by stifling the potential threat of any 
combined harbor-railroad development by San Diego that might 
compete with the Bay Area—five hundred miles more distant from 
New York by sea than San Diego. Still-landlocked Los Angeles, just 
beginning to create a man-made harbor, seemed the lesser threat. 
Geography also served as a contributing factor. Southern California’s 
two most level, traversable mountain passes to the east—the San 
Gorgonio and Cajon passes—pointed directly to L.A., in contrast with 
the steeper Jacumba Pass directly east of San Diego. But 
geography was not the whole story. 14 

Although these explanations have merit, another factor—a 
failure of municipal leadership and civic will—also played a key role. 
For the Santa Fe Railroad to connect to San Diego, local boosters 
ultimately offered public land grants rather than L.A.’s 1870s-era 
$602,000 voter-approved bond subsidy—equaling 5 percent of Los 
Angeles County’s assessed valuation, which in 2010 would be 
valued at more than $50 billion—that was given to the Southern 
Pacific to connect it to San Francisco. San Diego repeatedly pled 
poverty when it came to paying in hard cash or bonds, a very 
different situation from L.A. taxpayers’ collective willingness to 
assume heavy public indebtedness for needed infrastructure. 15 

As local merchant Ephraim W. Morse put it in a letter to a 
railroad promoter, “You blame the San Diego people for not doing 
anything. This is very true. Nothing has been done, literally nothing. 
The reason with most of us is we are too poor to experiment.”16 San 
Diego’s mix of enticements to the railroads was decidedly skewed 
toward public land grants and private stock subscriptions—not 
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municipal bond financing. In San Diego, scheming railroad 
promoters divided and ruled over competing local interests, 
ultimately building only a north-to-south spur line to L.A. rather than 
an enduring transcontinental terminus.17 

Harbor and Water Quandaries 


Not only railroad subsidies but also other needed infrastructure 
projects—including harbor development and a municipal water 
supply—reflected San Diego’s deficient civic leadership, governance 
arrangements, and public investments. Los Angeles’s epic “Free 
Harbor Fight” before and after 1900 to develop the San Pedro- 
Wilmington public harbor and to wrest control of the tidelands from 
the Southern Pacific actually had an earlier parallel in San Diego— 
but with a quite different result. In 1868, after the state legislature 
authorized the sale of certain swamps and tide-land, local 
developers Alonzo Horton and Ephraim W. Morse moved to put 
within pueblo limits, protected from private sale, the remaining tide- 
lands, including eighteen miles of waterfront. But the board of 
trustees later voted to convey five miles of tidelands to San Diego 
City Attorney Charles P. Taggart, who was the local Republican 
political boss, and his business partner. 18 

Ultimately, the California Supreme Court ruled that the tidelands 
belonged to the state and that the San Diego trustees had no 
authority to grant them to private individuals. There was a stark 
contrast, however, between how Los Angeles and San Diego 
approached tidelands development. Los Angeles successfully 
lobbied for the right of municipal control of the tidelands to wrest 
them from the grasp of the Southern Pacific. In contrast, the San 
Diego board of trustees tried to assert municipal control over the 
disposition of tidelands for the purpose of relinquishing them to 
aggrandizing private interests. At the same time, the trustees 
proceeded to auction large parcels of pueblo or common lands to 
cronies at low prices. The trend toward private sales of the common 
patrimony resulted in the loss of more than three-quarters of the 
forty-eight thousand acres of pueblo lands originally owned by the 
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city. Finally, in 1890, San Diego voters called a halt to the 
giveaways. 19 

Regarding water supply—a critical concern in semiarid Southern 
California—San Diegans in 1896 voted to issue $1.5 million in water 
bonds. The bond was opposed by the Municipal Ownership Club, 
which saw it as an attempt by Spreckels-backed interests to derail 
public ownership of the water system. The local company, which 
owned the flume delivery system, refused to sell out to the city. 
Spreckels’s business partner, Elisha S. Babcock, wanted to make 
the City of San Diego pay dearly for his Otay Water Company. He 
used his influence to defeat a more generous offer to sell San Diego 
water from a rival company. The San Diego result again sharply 
contrasted with L.A.’s determined and systematic moves to 
municipalize water provision, culminating in the public purchase of 
the Los Angeles City Water Company in 1902. San Diego did not 
succeed in municipalizing its water system until 1913, and then at a 
high price exacted by Spreckels.20 


Stillborn Progressivism in Spreckelstown, 1900-1917 


[Alonzo] Horton built a town and [ John D.] Spreckels would build a city. 
—Richard F. Pourade, The Glory Years, 796421 


The prime beneficiary of San Diego’s turn-of-the-century 
discomforts was the real estate, water, and transportation magnate 
John D. Spreckels—the dark star around which all of early-twentieth- 
century San Diego revolved in subservience, resentment, or both. 
Spreckels was the son of sugar magnate Claus Spreckels and the 
proprietor of a lucrative firm representing sugar plantations in the 
Hawaiian Islands. In 1887, Spreckels’s sleek pleasure schooner, 
Lurline, docked in San Diego. Desperate San Diegans petitioned the 
“Sugar King of the Sandwich Islands” to launch a steamship line to 
connect them to New York. Impressed by the pace of real estate 
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development, Spreckels invested in the wharf and in much, much 
more.22 

Laying tracks linking his wharf for coal bunkers with the Santa 
Fe Railroad, Spreckels then built a local traction empire, buying local 
horse, steam, and cable-car systems. By 1900, he controlled most of 
the south side of downtown to the waterfront, acquiring a local bank 
to finance his subdivisions and a private water company to slake San 
Diegans’ thirst. Spreckels quickly became the largest landowner in 
San Diego, accounting for 10 percent of all local property tax 
assessments. He bought the Union newspaper in 1890 and later the 
rival Tribune, and became a dominant voice in local Republican 
politics as a standpatter opposing the party’s more progressive 
elements. Progressive Governor Hiram Johnson denounced him— 
along with LA. Times publisher Harrison Gray Otis—as among 
California’s “militant, marauding millionaire publishers.” His influence 
over what L.A. reformer Meyer Lissner called “a one-man town” 
extended until after World War 1. 23 

The Failure of Local Progressivism 


The Progressive reform movement in California went into hyper¬ 
drive with the 1907 San Francisco graft trials; the formation of the 
statewide Lincoln-Roosevelt League; the 1909 Los Angeles 
municipal reform sweep; and reformer Hiram Johnson’s 1910 
gubernatorial victory. In San Diego, a fragile movement slowly 
blossomed as reformers mobilized against what they saw as “a 
concrete case of despotism” characterized by “government of the 
machine, by the machine, and for the machine.” The 1905 election of 
reform Mayor John L. Sehon and the streamlining of the city council, 
followed by San Diego’s 1909 switch from a mayor-council to a city 
commission governance system, and newfound voter willingness to 
fund public projects like Balboa Park, a 1,200-acre parcel of land 
overlooking downtown, were political landmarks. The reform tide 
peaked and receded with merchant-philanthropist George W. 
Marston’s unsuccessful 1913 and 1917 mayoral campaigns, the 
cooptation of reform politicians like Sehon, and the 1915 repeal of 
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commission government. Electoral battles—often pitting the old 
guard of Spreckels-backed GOP boss Charles Hardy, tied to the 
Southern Pacific’s statewide political machine, against local 
reformers such as Marston and San Diego Sun publisher E. W. 
Scripps—were visible manifestations of deeper political fault lines 
over planning, growth, and governance.24 

Reformer Marston, whose hero was Robert F. LaFollette, fired 
the first reform salvo in 1902 by paying to bring Samuel Parsons Jr., 
New York City’s head landscape architect, to San Diego to design 
what later would be named Balboa Park. In 1907, Marston 
broadened the initiative by orchestrating the hiring of Boston-area 
planner John Nolen, whose 1908 “City Beautiful” blueprint, San 
Diego: A Comprehensive Plan for Its Improvement, envisioned a 
neoclassical Renaissance makeover emphasizing the advantages 
that “nature has presented to . . . [San Diego] as a free gift.” The 
plan featured a comprehensive park system, grand boulevards, and 
a public plaza and civic center extending to the harbor, which he 
wanted to make into San Diego’s “front yard instead of backyard.” 
Nolen’s grand vision, however, was stillborn because of opposition 
by Spreckels’s interests wanting growth along the lines of the 
traditional town a rid. 25 

In 1909, Marston, in disgust, went on a long European vacation. 
He returned in 1910 for what proved to be the Waterloo of San 
Diego’s Progressive Era planning movement. That year, local 
developer D. C. Collier emerged as director general of the proposed 
Panama-California Exposition in San Diego—scheduled to open in 
1915 in conjunction with the Panama Canal and supported by $2 
million in stock subscriptions and $6.2 million in municipal bonds and 
other public improvements. 26 

Initially opposed to San Diego’s Panama-California Exposition 
as a diversion from the city-planning movement, Marston reluctantly 
accepted chairmanship of the Building and Grounds Committee. He 
retained the services of John C. Olmsted and Frederick L. Olmsted 
Jr., sons of New York Central Park designer Frederick Law Olmsted, 
to transform Balboa Park into “Central Park West.” Spreckels worked 
behind the scenes to undermine the Olmsteds’ plan in favor of a 
built-up Balboa Park that would stimulate the development of 
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adjoining real estate subdivisions; he also was intent on building a 
streetcar line through the park’s eastern edge to land he owned in 
University Heights.27 

To get his way, Spreckels staged a coup. First, he tried to strip 
the Park Commission of authority over the exposition, which he 
wanted to vest entirely in an insulated board dominated by his allies. 
Then in 1911, he increased pressure by resigning from the 
Exposition Corporation and withdrawing his corporate support. This 
resulted in a new Park Commission majority controlled by Spreckels. 
Believing that Spreckels’s plan “would ruin the park by putting the 
exposition in the middle of it,” the Olmsted brothers indignantly 
resigned, as did their sponsor Marston. Thanks largely to 
Spreckels’s baleful influence, historian Matthew F. Bokovoy writes, 
“San Diego would never become a ‘City Beautiful. ’”28 

In 1913 the reformer George Marston ran for mayor. Though 
initially favored to win, Marston was a casualty of the same growing 
class polarization that cost L.A. Progressives control of city hall after 
1911. The difference was that San Diego Progressivism was 
narrowly based and shallowly rooted, and less able to withstand 
electoral reverses. Marston was an enlightened employer whose 
department store catered to a working-class clientele. In 1911, 
however, he made the mistake of building a new store with nonunion 
labor. More serious, his conservative businessman opponent, 
Charles F. O’Neill, portrayed Marston as an effete reformer with a 
“garden city” agenda out of touch with working people, despite 
Marston’s assurances that an amenities-oriented “city beautiful” 
would “pay in dollars and cents.” With Marston splitting the liberal-left 
vote with a socialist candidate, O’Neill finished first in the primary 
and went on to win the general election. 29 

In 1917, Marston made a second try at the mayor’s office. This 
time, he faced Louis J. Wilde, a banker-businessman fresh from L.A. 
who promoted Los Angeles-style industrial development. Though 
endorsed by much of the old-line elite, who resented the upstart 
Wilde, Marston lost again by a larger margin. “Smokestack” Wilde 
routed “Geranium George” in a campaign where San Diegans 
seemingly voted for new industry (smokestacks) over cultivating 
tourists and retirees (geraniums).^ One of the principal casualties 
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of Marston’s defeat was the nascent local progressive planning 
movement that had produced the Nolen Plan of 1908. 

“No Pots of Gold" 


San Diego benefited from the 1911 California Tidelands Act 
giving municipalities greater control over their harbors. It made 
progress in its quest to become the terminus of a national highway 
reaching Southern California through Yuma. San Diego also made a 
successful “pueblo rights” riparian claim against landowners north of 
the San Diego River. In 1924 local voters approved the El Capitan 
Dam project, a reservoir project in central San Diego County, and 
two years later the city filed for 112,000 acre-feet of Colorado River 
water, compared to L.A.’s earlier filing for 1.1 million acre-feet. In 
1926, the year that Spreckels died, San Diego welcomed back the 
planner John Nolen, who successfully advanced a new urban 
development blueprint “to recover lost ground,” tied to Marston’s 
interest in the historic preservation of Presidio Hill and the creation of 
Presidio Park, a project even Spreckels had supported. 31 

Yet these apparent achievements reflected the weaknesses of 
San Diego progressivism and governance relative to L.A.’s more 
robust variety, institutionalized in potent semiautonomous municipal 
bureaucracies like the Department of Water and Power and the 
Harbor Department. San Diego was largely a free rider when it came 
to the passage of the 1911 Tidelands Acts—pushed primarily by L.A. 
and Oakland. San Diego’s assertion of pueblo water rights also was 
an imitation of L.A.’s pioneering strategy in this area. 32 

Furthermore, San Diego was three times blocked by Spreckels- 
backed interests from purchasing the Cuyamaca Water Company, 
whose principal owner, Ed Fletcher, joined with a local irrigation 
district to delay completion of the El Capitan Dam and stymie San 
Diego from using water rights to force annexation of surrounding 
thirsty communities—the way that “imperial” Los Angeles had 
swallowed up smaller neighboring communities. And the San Diego 
electorate—after voting three to one to pay for the El Capitan Dam— 
booted out of office the city’s allegedly spendthrift political leaders. 
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These included City Councilman Fred Heilbron, whose later proposal 
for the city to join the L.A.-based Metropolitan Water District was 
rejected on the advice of the city’s consulting engineer John R. 
Freeman. A hidebound professional contemptuous of L.A. water czar 
William Mulholland, Freeman declared: “For the people of San Diego 
to expect to take water from the Colorado River—it would be like 
finding the pot of gold at the end of the rainbow.” San Diego years 
before had ceded to L.A. control of the League of the Southwest, 
established to lobby for Colorado River projects. 33 

With its debt limit almost reached by the $4.5 million bond 
approved to build the El Capitan Dam, San Diego had no gold left for 
any other municipal water improvement projects between 1924 and 
1939. Local voters twice rejected bonds to finance an independent 
Colorado River aqueduct. The criticism of Los Angeles was for 
building too much water capacity to meets its growth needs; the 
criticism of San Diego was for building too little. 34 


Navy Town U.S.A. 


I picked up 311 selected employees and brought them to San Diego, paying their 
moving expenses. We left all the bad Radicals there in Buffalo. 

—Reuben H. Fleet, 193535 


Neptune and Vulcan 


World War I brought a sea change, in every sense, to San 
Diego. It signaled the gradual weakening of the political power of 
John D. Spreckels. Spreckels preferred to milk the federal 
government for $5 million for North Island—located at the north end 
of Coronado Peninsula on San Diego Bay, and later serving as a 
naval air station and aircraft carrier homeport—rather than lead the 
charge to get the navy. It also marked the first arrival on the scene of 
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Reuben H. Fleet, who served locally with the Army Signal Corps but 
after the war moved to Buffalo, where he founded Consolidated 
Aircraft. Rechristened after a merger as Convair, the company 
relocated to San Diego before World War II. 

In an era demarcated by two world wars, the San Diego regime 
changed from Spreckelstown to Fleetsville. Yet the reigning scepter 
in Fleetsville was held not by Reuben Fleet and the future aerospace 
industry but by the U.S. Navy and San Diego’s enduring maritime- 
industrial complex. The fundamental fortunes buoying the city were 
military and nautical—not civilian and aeronautic. Fatefully, San 
Diego became a navy town transformed permanently by a martial 
marriage of Neptune, monarch of the waves, to Vulcan, god of the 
fiery forge. Smokestacks came to San Diego via navy-ship boiler 
rooms. 36 

San Diego’s martial-maritime ambitions stretched back to its 
post-Civil War pretensions as a naval harbor of refuge; the 
fortification of its harbor entrance and a coaling station during the 
Spanish-American War; and the stopover of Teddy Roosevelt’s Great 
White Fleet in 1908. The World War I consummation, which came 
just in time to pull the city out of a prewar economic slump, had an 
unlikely political sponsor in a rock-ribbed Republican town. 
Congressman William Kettner—a power in the chamber of 
commerce, Wilsonian Democrat, and friend of U.S. Navy 
Undersecretary Franklin D. Roosevelt—was elected in 1912 largely 
because of the split between Progressives and old-guard 
Republicans. As a member of the House Rivers and Harbors 
Committee, Kettner cheered from Washington when San Diegans in 
1915 overwhelmingly voted to transfer five hundred acres of 
submerged land to the navy for a proposed U.S. Marine Corps base. 
As historian Roger Lotchin notes, “Like the potlatch givers of the 
Pacific Northwest, the San Diegans always offered some impressive 
gifts to their [navy] quests. ”37 

Early in 1917, Kettner’s efforts to solidify San Diego’s maritime 
future were partially rebuffed by the navy’s Helm Commission, which 
recommended San Diego for a naval air training base but Los 
Angeles for a submarine base. Navy Secretary Josephus Daniels, 
however, later recommended San Diego for both aviation and 
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submarine bases. Kettner staged a coup when a major shipyard 
moved from Los Angeles to San Diego. This paved the way for the 
postwar tidal shift when L.A. gave up its home port status for the 
Pacific Squadron so that it could better pursue commercial harbor 
development.^ 

By 1918, San Diego was a military town, thanks largely to 
Kettner and the local chamber of commerce, whose energetic 
seducing of admirals contrasted with its lassitude in courting 
industrialists. In the early 1920s, naval expansion continued with the 
completion of the Naval Hospital in Balboa Park and the 
commissioning of a naval supply depot and a naval training station 
and U.S. Marine Corps base. In 1935, all of North Island came under 
navy jurisdiction. By 1939, there were eight local naval and marine 
bases on four thousand acres. The military had become San Diego’s 
leading employer.^ 

San Diego’s fervent navy embrace would prove to be a Faustian 
bargain. The city got the growth it wanted but at the cost of sizable 
public land and other giveaways. San Diego also ceded control of 
critical land-use, harbor, and airport decisions to a Washington, 
D.C.-based military entity. By the end of World War II, the federal 
government would control nearly 40 percent of the region’s land, 
severely depleting local tax bases and local government revenues. 
For much of the twentieth century, San Diego would have two 
reigning mayors—one in city hall and the other representing the U.S. 
Navy. 

Wartime Growth Challenges 


Four days before Pearl Harbor, Reuben Fleet sold Consolidated 
Aircraft to escape wartime taxation. Reorganized and rechristened 
as Convair in 1943, it announced plans to bring ten thousand 
workers, mostly from the Midwest and South, to San Diego. 
Manufacturing employment in San Diego increased from four 
thousand in 1935 to seventy thousand in 1943, and the value of 
industrial output soared from $35 million to $1 billion. Convair alone 
delivered thirty-three thousand aircraft during the war.40 
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Between 1940 and 1944 San Diego’s combined military-civilian 
population doubled to 480,000. As workers, soldiers, and sailors 
flocked in, the number of streetcar rides increased almost fivefold 
between 1939 and 1943, and the federal government was forced to 
divert buses from other cities to San Diego. Because of surging 
water demand, the city nearly went bankrupt. As for city planning, 
the Nolen Plan was overwhelmed as orderly growth became a 
casualty of war. By 1942, separate, permanent housing had been 
found by only half the city’s new families—with the other half 
doubling up; sharing beds in shifts; or occupying hotels, trailers, and 
even park accommodations.41 

The federal government aggravated matters by locating defense 
plants and emergency housing on isolated sites that overstretched 
the city’s existing infrastructure stock and increased congestion. On 
the plus side, twenty thousand new homes were built by the end of 
1942 with $15 million in federal money for sewers and other 
improvements. The navy, having ordered the newly created San 
Diego County Water Authority’s 1946 shotgun marriage with the 
L.A.-based Metropolitan Water District and its Colorado River 
Aqueduct, agreed to pay 70 percent of the cost. The federal 
government also modernized Lindbergh Field, San Diego’s major 
airport. Fiscally, though, the war was far from an unalloyed godsend. 
As noted, forty percent of the county was owned or occupied by the 
federal government, and thus not subject to local taxation. The 
military preempted most of the harbor it did not already control. 
Although the federal government paid for some housing, it provided 
little for needed public facilities such as schools.42 


New Challenges and New Directions, 1945-1971 


Where once the San Diego Union had noted that San Diegans congratulated 
themselves that their City was not like Los Angeles, it now complained that there were 
those in Los Angeles who looked upon San Diego as being lethargic, and what they 
meant was that it is a nice City, nice climate, but does San Diego as a City know, or 
care, where it is going? A contingent of twenty-five San Diegans representing San 
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Diegans, Inc., the Chamber of Commerce, the Convention and Tourist Bureau, and 
the City government went to Los Angeles [in 1960] to see where it was going. 

—Richard F. Pourade, City of the Dream, 197743 


From the Old to the New Economy 


San Diego emerged from World War II with city hall controlled 
by a Sunbelt-style, business-led growth machine based on low taxes 
and a “reform” council-manager form of government approved by 
voters in 1931. In terms of postwar growth strategies, the 
paradigmatic local polarity pitting a “geraniums” amenities orientation 
against “smoke-stacks” industrialization persisted. The geraniums 
platform received an electoral mandate when voters in 1945 
approved $2 million in bonds for Mission Bay, which was formally 
dedicated as an aquatic park in 1949. Supported by federal money 
for San Diego River flood control. Mission Bay park development 
continued apace into the 1950s but with an increasingly commercial 
turn. In 1958, the city council unanimously overrode the objections of 
the Mission Bay Committee and approved a public-private 
partnership master plan for the bay that featured boat landings, 
picnic areas and playgrounds, hotels and motels, and commercial 
development. In 1960, the Department of Parks and Recreation 
assumed control of four-thousand-acre Mission Bay, preparatory to 
voter approval of $12.6 million additional bond money that floated 
SeaWorld, which opened in 1964.44 

On the side of smokestacks, the Korean War, during which the 
United States resolved the competition between advocates of new 
super-carriers and supersonic bombers by deciding to build both, 
inaugurated the golden age of San Diego’s military-industrial 
complex. Acquired by General Dynamics (GD) in 1953, Convair 
opened a new factory, increasing its floor space by more than 
sixteen times in six years. In late 1957 the first of the Convair 
Division’s Atlas missiles—produced at the huge Kearney Mesa plant 
—was fired successfully from Cape Canaveral. Producing fighter jets 
as well as missiles, Convair tipped the balance in San Diego’s 
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economy to aerospace manufacturing employment, which by 1958 
exceeded military employment by 50 Dercent.45 

Although GD’s management was generally enlightened, it 
nevertheless made San Diego a branch company town subject to the 
whims of absentee ownership. Sociologist William Domhoff, for 
example, found that San Diego had the lowest membership by 
corporate managers in local elite institutions among the seven cities 
he studied. Meanwhile, the geographer Allan Pred discovered that 
San Diego had the highest percentage of employment in branch 
plants controlled by firms headquartered elsewhere among fifteen 
major western cities.46 

The capstone of the era was, appropriately, space age related. 
Founded in 1956 by John Jay Hopkins and Frederic de Hoffman, 
GD’s General Atomics Division opened its Torrey Pines research 
center on four hundred acres of city-donated pueblo land in 1959, a 
year before Jonas Salk accepted adjoining city land to develop the 
Salk Institute for Biological Research. The nucleus of San Diego’s 
scientific-academic complex, however, was formed by the new 
campus of the University of California, San Diego (UCSD). In 1955 
General Atomics chair John Jay Hopkins helped secure UCSD with 
the promise of a $1 million corporate subsidy offered to the 
University of California Board of Regents. In 1956, San Diego voters 
approved the grant of one thousand acres of pueblo land for the La 
Jolla campus. Urged on by Roger Revelle of Scripps Institution of 
Oceanography, the preeminent ocean and earth sciences research 
center, which became part of the University of California in 1912, the 
regents adopted a plan for a major university. £7 

San Diego’s aerospace sector, however, went from boom to 
“bust town,” as Time magazine put it, in 1962, when Convair shut 
down its assembly lines for fighter and commercial passenger jets. 
The Atlas missile was gradually replaced by the solid-fuel, Seattle- 
produced Minuteman. From a World War II peak of forty-four 
thousand employees, Convair was reduced to a skeletal four- 
thousand-person workforce by the early 1960s. San Diego’s port 
economy also floundered as plans for a second, southern deepwater 
entrance through the Tijuana Estuary, modeled on Houston’s Ship 
Canal, were sunk by opposition from both the Mexican government 
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and the U.S. Army Corps of Engineers. The giant cargo ships of the 
container revolution of late-twentieth-century global maritime 
commerce would largely bypass San Diego, just as the city’s short, 
single-runway Lindbergh Field failed to fully meet the area’s jetage 
needs.48 

If the new high-tech economy taking shape around CD’s 
General Atomics and UCSD was the wave of the future, the 1960s- 
era growth debates in San Diego were still mired in the past. The 
era’s great debate arrayed, on the one side, proponents of 
industrialization looking for ways to prolong the glory days of 
Fleetsville. Their ranks included port director John Bate, whose 
model was Los Angeles—“the most diversified industrial city in the 
country.” Bate lauded L.A. for attracting Kaiser Steel and for its “Jobs 
and Growth Campaign,” bankrolled by local entrepreneurs. Foiled in 
their efforts to obtain rezoning for industrial purposes of ten thousand 
acres of privately owned South Bay land annexed by the city, these 
supporters of an unfettered smokestacks agenda retaliated by 
pushing 1960s-era ballot propositions weakening the Planning 
Commission and all but abolishing the Planning Department.^ 

Downtown Versus Suburban Development 


The main opposition to efforts to further industrialize San 
Diego’s bay front was a coalition headed by Planning Director Harry 
Haelsig and San Diegans Inc. (SDI), an influential downtown 
redevelopment planning group launched in 1959. Despite SDI’s later 
role in the genesis of Horton Plaza-centered downtown commercial 
revitalization, it originally focused on creating a central core of public 
space and civic buildings housing government offices. Championing 
planned growth, SDI worked to soundly defeat the 1960s-era 
antiplanning ballot initiatives, although its ally, Haelsig, was 
ultimately sacked by the city council and mayor for his efforts. 50 
SDI won an early victory with the creation of a community 
concourse, built under the administration of Mayor Charles Dail 
using money from the city’s pension fund (thereby avoiding a public 
bond vote) to house a new city hall, auditorium, and civic theater. 
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The new civic center, dedicated in 1964, won for San Diego a 
designation from the National Municipal League as an “All-American 
City.” Unfortunately, the anticipated downtown commercial 
renaissance was slow to follow. Except for vice traffic, the urban core 
was typically deserted after sundown. Ranking fifth among cities in 
downtown building activity in 1958, San Diego went downhill 
thereafter. Part of the reason was that urban renewal efforts in San 
Diego were hobbled by local fears of federal government intrusion 
and the imposition of open-housing mandates benefiting racial 
minorities. 51 

As supporters of industrialization and downtown revitalization 
fought to a standstill, the real victors were suburban developers. The 
defeated 1963 mayoral candidate Murray Goodrich—a dealer in 
surplus aircraft parts—^was a true believer in heavy industry as a 
savior for San Diego’s depressed economy. Not so the hotelier 
Charles H. Brown, whose real priority was aggrandizing Mission 
Valley at the expense of downtown. Located five miles northeast of 
downtown and featuring working farms and agricultural open space 
along the banks of the San Diego River, Mission Valley symbolized 
for many San Diegans the region’s “geranium” heritage. In 1958, 
however, the dike was broken when the city council unanimously 
overrode the Planning Department and approved the building of a 
shopping center in Mission Valley, joining Brown’s Town & Country 
Hotel, the pioneer commercial beachhead dating from 1953. Linked 
by interconnecting state and federal highways, suburban 
development first spread east and north from Mission Valley—to 
include planned communities like Rancho Bernardo and Rancho 
Pehasquitos—and then up and down the coastal strip. Centrifugal 
forces also led the San Diego Union-Tribune in 1973 to relocate its 
headquarters to Mission Vallev.52 

Fighting against the prophecy of downtown civic leader Arthur 
Jessop that planning had “died in San Diego,” community planning 
groups protested as the city council, plied with developer money, 
ginned up spot-zoning ordinances that overrode existing land-use 
limits. In the 1960s voters twice defeated proposals placing the 
Planning Department under the city manager. After rejecting a 
general plan in 1965, voters finally approved one in 1967. The city 


59 


council soon breached the new plan to make possible C. Arnholt 
Smith’s downtown Westgate hotel and Brown’s Hotel Circle project in 
Mission Valley. The council then placed the Planning Department 
under the thumb of the City Manager Walter Hahn, who was driven 
into retirement in 1971 by charges, which he indignantly denied, that 
he was in the pocket of developer interests.53 

Mr. San Diego 


At the apex of the local power elite stood C. Arnholt Smith, a 
former hotel clerk anointed “Mr. San Diego” by the local Rotary Club 
in 1968, who had diversified his holdings from the tuna industry to 
steel plants, banks, hotels, airlines, taxicabs, advertising, and the 
San Diego Padres professional baseball team. Smith’s labyrinthine 
empire consisted of interlocking shell corporations, defrauding each 
other in Ponzi-scheme fashion—an Enron-style conglomerate before 
its time. 54 

Municipal corruption—smoldering since the 1950s with vice and 
bunko squad scandals and allegations of sweetheart tax 
assessments for political favorites—blew the roof off San Diego 
politics in the late 1960s. City hall was presided over by Mayor Frank 
Curran, a waffling centrist Democrat, and compliant city council 
members who were the willing enablers of Smith and his henchmen, 
including Agua Caliente racetrack owner and hotelier John Alessio 
and Yellow Cab taxi executive Charles Pratt. Pratt’s campaign 
largesse to politicians and lavish gifts to the police provided reform 
District Attorney Ed Miller—a Smith nemesis elected in 1970—with 
the opening he needed to indict, though not convict. Mayor Curran 
and eight other members of the city council who had voted 
unanimously in 1967 to give Yellow Cab a 22 percent fare increase 
against the advice of an independent expert. Much of the pressure 
for reform came from the outside, exerted by an L.A.-based federal- 
state task force resented by San Diego locals as carpetbaggers that 
Miller had organized while he was still U.S. attorney. 55 

Denial became particularly difficult after the chief prop of Smith’s 
pyramid scheme, the U.S. National Bank, collapsed in 1973, a 
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mega-collapse bigger than all other U.S. bank failures from 1933 
until that time combined. The collapse was caused by a large 
amount of bad loans to other companies that Smith controlled. The 
remnants of San Diego’s proudly independent financial colossus 
were purchased at a corporate garage-sale price by San Francisco’s 
Crocker Bank. The collapse of U.S. National followed hard on the 
charging of Smith, one of San Diego’s strongest Nixon boosters, with 
securities and tax fraud. Smith was ultimately convicted of 
embezzlement and tax fraud. 56 

Charges that San Diego was a “little Newark of corruption” and 
“Mafia watering hole” frequented by vacationing gangsters were 
sensational. Even so, according to some observers, San Diego’s real 
alchemy, which parlayed developer campaign contributions into 
political access and influence, never did receive grand jury scrutiny, 
much less result in indictments or convictions. Throughout the 1960s 
and early 1970s, the local growth machine continued unchecked, 
with new suburbs cropping up miles away from the city’s historical 
and ever-deteriorating center.57 

The results of such activities were palpable. In the 1960s, the 
city’s population grew from six hundred thousand to seven hundred 
thousand. Because of aggressive annexation, three hundred square 
miles—three times the city’s area circa 1950—came within municipal 
boundaries. As Mike Madigan, former aide to Mayor Pete Wilson, 
noted, “The annexation policies in place . . . were far-sighted. They 
allowed San Diego to control its own destiny.”^ Yet taxpayers 
complained of having to pay for the infrastructure costs of poorly 
planned new development. The aggravations of sprawl, 
compounded by embarrassing scandals, created strong momentum 
for a shift in political leadership as well as a recalibration of city 
government to make elected officials—the mayor and city council— 
more powerful and accountable while reducing the autonomy of the 
appointed city manager. 


New Approaches: Mayor Pete Wilson and His Successors, 
1971-1990 
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People look at Pete Wilson’s mayoralty as the golden age. Wilson had a broad vision. 
He surrounded himself with talented people who were able to carry out their mission. 
—Former San Diego Acting Planning Director Michael Stepner, 200759 


The Wilson Era 


As geriatric Mr. Smith went to jail, a scandal-plagued, growth- 
stretched metropolis propelled young-man-in-a-hurry Pete Wilson 
into San Diego’s mayoralty. According to reporter Harold Keen, San 
Diego’s transition from the Smith to the Wilson era was partly the 
consequence of a power struggle won by the young Turks who had 
backed the successful 1970 campaign by former U.S. Attorney Ed 
Miller, a Democrat, for district attorney. Leading the rebels were 
Richard T. Silberman, a former Convair executive, and Robert O. 
Peterson, founder of Jack in the Box, who teamed up to make a 
fortune in fast food and then seized control of San Diego’s First 
National Bank. In the 1970s, they would function as potent behind- 
the-scenes power brokers, along with such luminaries as real estate 
broker Malin Burnham and the bankers Gordon Luce and Kim 
Fletcher, all GOP stalwarts, and the new owner of the Hotel del 
Coronado, Larry Lawrence, a maverick Democrat like Peterson and 
Silberman. During the Wilson era, the conventional wisdom was that, 
for the first time, local business elites, both old and new, took a 
backseat to an elected political leader.60 

Pete Wilson graduated from Yale and then Boalt Hall Law 
School at the University of California, Berkeley, before moving to 
San Diego, where he was elected to the state assembly at the age of 
thirty-four. He rose quickly in the legislature, emerging as a 
Republican moderate who sponsored environmental legislation that 
became a model for the successful 1972 state coastal protection 
initiative. During the 1971 mayoral campaign, Wilson railed against 
unchecked growth, in particular unfinished developments in the Mira 
Mesa area. He threatened developers with a construction 
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moratorium unless they paid for schools and other infrastructure. In 
the fall, Wilson defeated both the remnants of the old-line Smith 
GOP regime and the labor-supported Democratic mayoral 
candidates. Four years later, Wilson returned to the controlled 
growth theme, warning, “We don’t want to be another sprawled-out 
Los Angeles monster.” Despite being outspent two to one, Wilson 
resoundingly defeated Lee Hubbard, a cement contractor. Returning 
with Wilson were several city council allies, including Democrats 
Maureen O’Connor and Leon Williams. 61 

Supported by the Sierra Club, Wilson delivered 
environmentalists real victories by purging the Planning Commission 
of pro-growth stalwarts and blocking development in the Tijuana 
flood-control channel. But Wilson’s pet Charter Revision Commission 
failed to secure voter approval of a “strong mayor” reform that would 
have given the mayor a veto over council actions and shifted powers 
from the city manager to the Mayor’s Office. In practice, however, 
Wilson proved a formidable mayor. He made the best of the city’s 
embarrassing loss of the 1972 GOP convention by marketing 
“unconventional” San Diego as “America’s Finest City.” He effectively 
reduced the city manager to a political nonentity while forcing 
through the council a new governance system with the mayor (a 
council member) as kingpin in control of the council agenda, 
committee assignments, and city board appointments. 62 

In building his disparate political coalition, Wilson used the city 
budget as his political war chest, making decisions that laid the 
foundation for future fiscal difficulties. In particular, Wilson made 
extensive use of earmarking of city funds to reward two pillars of his 
coalition: environmentalists and civic boosters. In 1972, the city 
created a special fund that set aside a portion of its franchising 
revenue to pay for environmental preservation. Wilson also backed 
efforts to set aside some of the city’s hotel taxes for tourism 
promotion. Working to build a reputation as a fiscal hawk and to 
create a favorable business climate, Wilson cut the city’s property 
tax rate and eliminated a separate pension tax—decisions that were 
locked in by the passage of Proposition 13 in 1978. Wilson’s tax cuts 
set the stage for the city’s later fiscal crisis. The elimination of a 
dedicated pension-fund tax mechanism meant that employee 
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benefits would vie with city services in annual budget 
deliberations.^ 

The mayor also empowered new semiautonomous governance 
structures, such as the San Diego Transit Corporation and the 
Centre City Development Corporation (CCDC), both chaired in their 
formative periods by Wilson’s eminence grise, Dick Silberman. 
Wilson also supported regional government initiatives, including the 
city’s participation in the countywide Comprehensive Planning 
Organization, the forerunner of the San Diego Association of 
Governments. Fronteras 1976, later known as Fronteras de las 
Californias, was a Wilson-era project seeking better cross-border 
relations. 

Arguably, Wilson’s greatest accomplishment was a 
comprehensive growth management plan adopted in 1975—difficult 
to achieve in a conservative community. According to former city 
planner Michael Stepner, as late as the 1960s “San Diegans thought 
planning represented a communist plot.”M Based on an earlier 
study, Wilson’s plan was structured into five tiers.^ Tier 1 included 
the downtown area; the plan advocated active government 
participation in redeveloping downtown. Tier 2 contained the older 
urbanized areas; here the market would provide in-fill development. 
According to Mike Madigan, “Tier 2 probably constitutes the greatest 
failure of the plan. At the time, we did not understand the design and 
infrastructure needs of these areas. ”66 

Tier 3 comprised urbanizing communities such as Mira Mesa 
and Rancho Bernardo. Tier 4 identified future urbanizing areas. Tier 
5 was reserved for permanent open space. According to Madigan, 
“the goal was to preserve community separation and protect the 
canyons, coastal bluffs and lagoons in the area.”^ Although many 
hailed the plan as visionary and the template for modern San Diego 
development, critics like former state Senator Jim Mills argued that 
“the plan did not succeed in making development pay for itself. 
Subsequent development has since cost the taxpayers enormous 
amounts to finance infrastructure and public services.” Mills believed 
that Wilson’s policies created a serious mismatch between the city’s 
growth plans and the ability to provide adequate public services and 
infrastructure financing. 68 
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Downtown Redevelopment 


In ternns of downtown revitalization, Mayor Wilson felt that the 
city needed a separate entity, independent of traditional local 
government institutions, which could respond quickly to market 
forces. The Centre City Development Corporation (CCDC), a 
nonprofit corporation, was chartered in 1975 to fast-track Horton 
Plaza redevelopment—a San Diegans Inc.-supported project 
conceived in 1969. Local civic pride had been tempered by the 
reality that San Diego’s historical core had degenerated into a skid 
row and vice district. From the nucleus of Horton Plaza Park, the 
proposed project was expanded to fifteen square blocks, including a 
new federal courthouse, hotels, housing, and office buildings. In 
1972 the city council approved the redevelopment plan; two years 
later the developer Ernest Hahn won a competition with a proposal 
for Horton Plaza’s centerpiece—a million-square-foot retail complex 
—that Hahn urged should be supplemented by mass transit, new 
housing, and a convention center. The CCDC’s chair Silberman 
lauded San Diego’s planned new downtown for “the attributes of 
Nice, the commercial potential of London . . . [and] the advantages of 
Newport and Balboa. ”69 

In 1976, two additional project areas—the Marina residential 
zone, south and west of Horton Plaza, and the Columbia office zone, 
to the northwest—^were added. The Gaslamp Quarter Association 
was formed in 1974 to promote “historic preservation.” The Gaslamp 
Quarter Planned District Ordinance was passed in 1976, but the 
quarter did not become an official redevelopment project until 1982. 
Much less progress was made by Chicane activists in Barrio Logan, 
south of downtown, who had seen their neighborhood cut in two by 
Interstate 5 and further decimated by construction of the San Diego- 
Coronado Bridge. Although opponents of bulldozer-style 
redevelopment were largely silent—because San Diego had no 
history of federal urban renewal and the Horton Plaza project was 
supposed to be paid for by CCDC tax-increment financing—the city 
also lacked any recent tradition of shopping or living downtown to 
inspire support. As planning experts Bernard J. Frieden and Lynne 
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B. Sagalyn would later put it, “The problem in San Diego was to 
create a downtown rather than bring one back to life.”70 

Wilson pursued a substantive policy triad—downtown 
redevelopment, a new convention center, and a binational airport in 
Otay Mesa—that bore the imprint of a pair of planning authorities. 
University of Missouri’s Robert H. Freilich and Massachusetts 
Institute of Technology’s Kevin Lynch. Two legs of this tripod—a new 
convention center and a new airport—fell by the wayside, but Horton 
Plaza tortuously moved toward its grand opening in 1985, by which 
time U.S. Senator Wilson had moved on to Washington.71 

Horton Plaza developer Ernest Hahn also launched the 
University Towne Centre shopping mall project in University City 
near UCSD. Opponents viewed the controversial project as a sinister 
quid pro quo between Wilson’s endorsement of University City— 
contradicting the mayor’s distaste for additional, large-scale 
development on San Diego’s periphery—and Hahn’s entry into the 
downtown redevelopment sweepstakes. Hahn did not sign a final 
contract until 1977, and almost immediately the statewide voter 
passage of Proposition 13 in 1978 undercut the initial plan to finance 
Horton Plaza at the same time that Hahn was having difficulty finding 
department stores willing to anchor the project. An $11 million bond 
issue, floated to refinance an earlier $8 million issue, went into 
technical default when Proposition 13 cut property tax reserves set 
aside for debt service; the city had to apply for a state loan to help 
make principal and interest payments. In 1979, Hahn claimed that 
Horton Plaza was “on a hairline, as it relates to the practicality of the 
project.” Hahn decided to sell his development company but 
proceeded with Horton Plaza, which took another four years to 
complete, for $140 million (including $40 million in public funcls).72 
Did the respective roles played by Mayor Wilson and developer 
Hahn in downtown revitalization fit the conventional wisdom of public 
leadership and private support? Wilson aide Mike Madigan concedes 
that “downtown development under Wilson was heavily influenced by 
discussions with Ernie Hahn. ”73 Former state Senator Jim Mills goes 
even further: “Hahn was calling the shots downtown. . . . Both Horton 
Plaza and the trolley system were done because Hahn wanted them 
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done. Wilson’s chief accomplishment involved doing what Hahn 
wanted him to do.”74 

Downtown housing development was slow going, although San 
Diego did win praise for changing its zoning rules to encourage 
single-room occupancy downtown. The Wilson administration, 
however, flatly refused federal public housing assistance. In the 
Marina district, private housing projects were slowly finished, block 
by block, in the 1980s and 1990s. The innovative San Diego trolley 
system—made possible by state Senator Jim Mills’s creative 
financing legislation—was also slow to get out of the station. The 
purchase of the defunct Arizona & Eastern rail line for $18 million 
made possible the construction of the first line, which ran from 
downtown to the Mexican border. All in all, Wilson’s program brought 
people and resources back to downtown. Unfortunately, too few 
people were living there well into the 1990s. 75 

Changing Tack 


During his second administration. Mayor Wilson began to 
receive heat from key backers such as local bankers Kim Fletcher 
and Gordon Luce. Fletcher had lauded Wilson in 1974 for applying 
“the brakes on uncontrolled growth” and saving San Diego from the 
experience of Los Angeles and Orange County, but by 1976 Luce 
demanded that Wilson “broaden his thinking on the controlled growth 
issue.” Changing tack, Wilson first opposed and later supported the 
navy’s plan, fought by environmentalists and citizen groups, to build 
a new hospital in Balboa Park. He also supported the sale of city 
pueblo lands by noncompetitive bidding to Signal Companies Inc., to 
entice the company to relocate its headquarters to San Diego. More 
significant, he shifted positions to support the massive new North 
City West residential and commercial project east of Del Mar. 76 
Wilson’s 1979 mayoral opponent. Democrat Simon “Sy” Casady, 
accused him of sweetheart deals for developers, down zoning of 
older neighborhoods to the detriment of low-income residents and 
minorities seeking affordable housing, shortchanging blue-collar 
North Park, and ignoring entirely the southeastern San Diego ghetto. 
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Burnishing his credentials as a champion of law and order against 
both violent criminals and striking public employees, Wilson crushed 
his liberal opponent, positioning himself for his successful 1982 U.S. 
senatorial run against Democratic Governor Jerry Brown.77 

The Sorcerer’s Apprentices 


Back home in San Diego, Pete Wilson’s apprentices—among 
them, Maureen O’Connor and Roger Hedgecock, the Del Mar city 
attorney and darling of the environmentalists, who broke with Wilson 
over development on the northern outskirts of the city—struggled to 
master the politics of land use in San Diego during the 1980s. The 
growth genie—let out of the bottle during the 1950s and 1960s—had 
been partly tamed during the 1970s by Wilson’s mixed, managed- 
growth wish list. Buffeted by pro-growth and antigrowth forces, post- 
Wilson political leaders looked to put a lock back on Pandora’s box. 

After Wilson’s ascension to Washington, Councilwoman 
O’Connor—a moderate Democrat, Wilson protege, and close friend 
of Union-Tribune publisher Helen Copley—lost the 1983 race to fill 
out the mayor’s remaining term in a political upset to Hedgecock, by 
then a member of the San Diego County board of supervisors. 
Hedgecock’s political rise was largely orchestrated by Del Mar 
council members Nancy Hoover and Tom Shepard, who, by the early 
1980s, had graduated to new roles—Hoover as the mistress and 
partner of financier J. David Dominelli and Shepard as San Diego’s 
hottest political consultant and fund-raiser. 

Dominelli was a scam artist who convinced investors he was an 
expert in complex financial instruments. He used the money he 
received from new investors to maintain a lavish lifestyle and, when 
necessary, to pay off previous investors. Just before J. David & Co. 
was toppled by federal investigators, after bilking clients for an 
estimated $80 million, an employee told the FBI: “They’re buying the 
mayor’s job. They’re corrupting the place and they are doing it in the 
name of good government.” Dominelli’s fool’s gold was funneled into 
the Hedgecock campaign through Shepard’s consulting firm. 
Hedgecock deserved credit for crafting a brilliant populist campaign 


68 


that portrayed O’Connor as the captive of “Downtown fat cats” and 
Copley’s Union-Tribune. Like his predecessors, he also promised to 
stop the Los Angelization of San Diego.78 

The principal issue, if there was one, was the candidates’ 
positions regarding a harborside convention center. Hedgecock 
supported a 1983 ballot initiative, masterminded by Shepard, to build 
on the old Navy Field property near Harbor Drive a $191 million 
convention center financed by the Unified Port District from revenues 
generated by the port’s management of tourism and harbor real 
estate. Noncommittal regarding the convention center, O’Connor 
rejected the new “niche” strategy for maritime development in favor 
of the older mixed-industrial approach favored by the labor unions 
supporting her. During his short tenure as mayor, Hedgecock 
prevailed on this issue and beat back an attempt to strip the mayor’s 
office of the power, previously won by Wilson, to control the council’s 
agenda and committee assignments. 79 

During the 1984 campaign to elect a mayor to a full term, there 
were criminal indictments of Dominelli, Hoover, and Hedgecock for 
laundering $375,000 in campaign contributions during the prior 1983 
election. Although the chamber of commerce demanded 
Hedgecock’s resignation, the mayor defeated savings-and-loan 
executive Richard Carlson. After an initial hung jury, Hedgecock’s 
second trial ended in his conviction for thirteen felony counts of 
perjury and conspiracy. Hedge-cock was forced to resign in 1985, 
after which he became an influential right-wing radio talk-show host 
specializing in inciting the locals against illegal immigration. He never 
served his twelve-month sentence after the California Supreme 
Court threw out all but one conspiracy conviction, for which he paid a 
fine and served three years’ probation. 80 

Maureen O’Connor succeeded Hedgecock, winning the 1985 
and 1988 mayoral elections. O’Connor proved a liberal-minded but 
politically ineffectual mayor, losing most of the powers to control the 
council that Wilson had instituted and Hedgecock had defended, and 
failing to push through term limits, charter reform, and campaign- 
finance-reform charter amendments. In 1988, however, voters 
narrowly approved district elections, setting the stage in the 1990s 


69 


for a Democratic and labor-friendly city council majority in a once 
heavily Republican city. 

In 1991, Financial World magazine ranked San Diego ninth on a 
list of the ten best-run cities, but the ranking stressed administrative 
basics—not mayoral leadership. O’Connor’s first term was 
overshadowed by growth wars that began in earnest in 1985 after a 
study revealed that growth in new areas was exceeded by a factor of 
nine by growth in older neighborhoods, which needed $1 billion in 
infrastructure repairs and investment. San Diegans for Growth 
Management pushed through Proposition A banning further 
development of the urban reserve without prior voter approval. The 
council then passed an interim growth-control ordinance allowing the 
construction of only eight thousand homes within city limits for 
eighteen months. In 1988, the voters rejected four growth control 
measures that went down in the face of a $3 million negative ad blitz 
financed by developers. A fifth measure, proposed by the county 
board of supervisors, that mandated a regional growth strategy to be 
developed by the San Diego Association of Governments—the 
metropolitan planning organization—passed. 81 

In 1986, columnist George Will came to town to laud local 
entrepreneurial zeal. The 1980s witnessed notable electronics and 
biotech start-ups including Qualcomm, founded in 1985 by UCSD 
engineers and computer scientists. Urban development scholar Joel 
Kotkin was soon to tout San Diego for not “reaching for mass and a 
wide spread of industries” and instead having “captivated its elites 
with the notion of creating a qualitatively better ‘clean’ city economy, 
conspicuously free of smokestacks, lunch pails, and low-cost 
housing.” Yet by the late 1980s, San Diego’s military-industrial sector 
was poised on a precipice. In 1989 the local real estate boom 
peaked. After the Cold War ended, a deep local recession ensued, 
with massive aerospace and military job cutbacks. 82 

By 1990, fifteen top local corporations had been taken over, had 
moved, or faced the threat of acquisition. Despite efforts to lure and 
incubate high-technology businesses, San Diego remained a 
quintessential branch-plant town. San Diego-based Imperial Savings 
was in the hands of federal regulators, and Gordon Luce’s Great 
American Bank—the fifth-largest thrift in the nation—was about to 
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collapse. Local military facilities such as the Naval Training Center 
and the Miramar air base faced the Damocles’ sword of the Base 
Realignment and Closure Commission, with several rounds of base 
closings scheduled for the 1990s. And in 1989 power broker Dick 
Silberman, married to San Diego Mayor Susan Golding, was 
arrested for laundering drug money. The young Turk who had helped 
topple C. Arnholt Smith ended up the same ignominious way. A 
bridge named after Silberman had to be renamed as a corruption 
scandal dethroned yet another San Diego kinaDin.83 

The 1980s appropriately ended, as San Diego’s modern history 
had begun, with the long-standing regional rivalry with Los Angeles. 
In 1988 San Diego Gas & Electric Company’s (SDG&E) board voted 
to merge with L.A.-based Southern California Edison, whose size 
and power dwarfed that of SDG&E. For local critics, “it was another 
step toward the ‘Los Angelization’ of San Diego . . . and local leaders 
wanted none of it.”M In the end, San Diegans succeeded in blocking 
the proposed utility merger. Ironically, SDG&E later would merge 
with the L.A.-based Southern California Gas Company, forming 
Sempra Energy, with the proviso—insisted on by San Diego leaders 
—that the new headquarters would be located in San Diego. San 
Diego’s love-hate relationship and rivalry with Los Angeles would 
continue into a fourth century. Plus ga change, plus c’est la meme 
chose. 85 


What’s Past Is Prologue 


The Pete Wilson era marked the end of good decisions in San Diego. These included 
the zoo, Mission Bay, Sea World, and UCSD. In the earlier era there was cronyism 
and a potent mix of self-interest and community interest. The city was led by 
businessmen with deep roots, and a stake in San Diego . . . who made money on city 
projects, but they also produced substantial community benefit. As this business elite 
died off, they were not replaced. Into this leadership vacuum stepped self-interested, 
project-focused developers. . . . Post-Wilson mayors and councilmembers have been 
followers not leaders. 

—Bruce Henderson, former city councilman^ 
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San Diego’s development into one of the nation’s ten-largest 
cities was a remarkable, if improbable, achievement. Isolated 
geographically and lacking the fertile soil and water supplies that 
attracted settlers elsewhere, the city and region have historically 
lacked the resources to spur growth. The city’s initial growth spurt 
was almost wholly the work of private entrepreneurs, men from other 
places, like Spreckels, who recognized the opportunities to enrich 
themselves by speculating in local real estate. The city’s earliest 
water, power, and transportation facilities were built by such private 
agents to make these real estate investments lucrative. 

In the early twentieth century, San Diego’s leading citizens 
organized a concerted campaign to attract a different type of external 
actor, the U.S. Navy. Local officials made good use of their most 
abundant resource, pueblo land, to entice the military to locate bases 
and training centers and, ultimately, the entire Pacific Fleet, in San 
Diego. Federal largesse helped pay for much-needed water and 
transportation infrastructure, although rapid population growth 
spurred demand for housing and services that the local public sector 
was ill prepared to meet. As with Spreckels, the navy’s interest in 
San Diego was a mixed blessing. When what the navy wanted 
conflicted with local needs or desires, San Diego officials frequently 
found navy officials to be unyielding. 

Participation by private entrepreneurs and the U.S. Navy in San 
Diego’s growth coalition helped spur the city’s twentieth-century 
development but proved imperfect substitutes for the diverse 
manufacturing-based economy developed in cities such as Los 
Angeles. Despite notable accomplishments such as the bringing of 
the U.S. Navy to the region, San Diego’s business community 
generally looked anemic next to the robust business classes in New 
York, Chicago, Atlanta, Dallas, and Los Angeles.^ San Diego also 
failed to develop strong and independent public bureaucracies, 
whether for the development of port, airport, and water infrastructure 
or for planning. As a result, its governance arrangements lacked the 
developmental capacities supplied by semiautonomous harbor, 
water and power, and, later, airport departments in Los Angeles. The 
activities of L.A.’s proprietary departments, protected by charter 
provisions and supported by numerous voter-approved municipal 
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bonds, provided a much-needed counterweight to private-sector 
pressures. Rather than empower local government, tightfisted San 
Diego voters preferred to keep their public servants on a very short 
leash. 

That leash became even shorter with passage of Proposition 13 
in 1978. San Diego’s fiscal position, never strong to begin with, was 
weakened by Wilson’s popular property tax cuts. But neither Wilson 
nor his successors were willing to scale back their ambitions for 
downtown redevelopment, let alone reign in fast-growing 
development in the suburban periphery. So local officials developed 
alternative sources of fiscal slack, setting up a shadow 
redevelopment corporation in CCDC and treating the municipal 
pension fund as a cash reserve. In all these efforts, they could count 
on support from the Union-Tribune, the city’s conservative leading 
newspaper, which consistently put a happy face on local events. And 
even when the news was bad, editors, politicians, and citizens alike 
could take comfort in the fact that at least they were not Los 
Angeles. 
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II Fiscal Crisis and Governance Challenges, 1990-2010 
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From Pension Scandal to Fiscal Crisis 

3 Paradise Insolvent 


San Diego is a Ponzi scheme. They built a statue to Pete Wilson. They should’ve built 
it for Ponzi, that’s the essence of San Diego. 

—Former San Diego City Attorney Mike Aguirre, 2009\_ 


From Seaside Paradise to Enron-by-the-Sea 


Since 2002, the City of San Diego has been consumed by a financial 
crisis that has brought it to the brink of insolvency. At the heart of the 
crisis is an underfunded retirement system for municipal employees, 
which the city has shorted for years to balance its annual budget. In 
the 1980s and the 1990s this chronic underfunding was masked by 
robust stock market returns that kept the retirement system flush 
with cash. But following the 2000 burst of the dot-com bubble; the 
terrorist attacks of September 11, 2001; and the ensuing recession, 
a perfect storm of underfunding, increased benefits for city workers, 
and lower-than-expected investment returns placed San Diego’s 
retirement system, and the city as final guarantor, at the edge of a 
financial abyss. What started as a $10 million accounting trick had 
mushroomed into an unfunded liability of more than $1 billion by 
June 2003—equal to more than one-third of the assets held by San 
Diego’s pension system and several times the size of the city’s total 
payroll. 

San Diego’s pension crisis quickly ballooned into a full-blown 
fiscal and political scandal paralyzing city government. In 2003, it 
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was revealed that city officials had misled creditors about the extent 
of the pension liability in bond offerings for a new downtown ballpark 
and other projects. The city’s auditor, KPMG, refused to issue an 
opinion on San Diego’s annual financial reports. With no official 
financial accounting to rely on, San Diego found itself shut out of the 
public bond market. In 2004, the Securities and Exchange 
Commission opened an investigation into the city’s troubled 
finances. Comparing the city to the largest corporate bankruptcy in 
American history. New York Times headline writers described San 
Diego as Enron-by-the-Sea, a moniker that quickly grew to 
symbolize the scale of the crisis and the public humiliation faced by 
those who had contributed to it. Having lost the confidence of local 
residents. Mayor Dick Murphy resigned in July 2005. 

This chapter examines San Diego’s pension scandal and the 
fiscal crisis that occurred in its wake. Although the aim of the city’s 
various pension chicaneries was to increase the level of public 
services while sparing residents the cost of higher taxes, the 
schemes’ unraveling has wrought devastation for San Diego’s 
municipal finances. In the summer of 2009, the pension system’s 
actuary estimated that the city’s unfunded liability would grow to $2.6 
billion, nearly three times the size of the city’s regular budget. This 
figure did not include $1.3 billion in unfunded health-care benefits for 
city employees. Because a significant portion of the city’s pension 
and retiree health-care benefits are paid out of the General Fund, the 
source of money for most essential city services, these unfunded 
liabilities have threatened San Diego’s ability to provide basic public 
services and finance needed infrastructure maintenance and 
improvements. 


Benchmarking San Diego 


[Pjolitics and the political context of economic scarcity are central to understanding 
the urban fiscal condition. Surprisingly, the political dimension of the urban fiscal 
crisis, has, in fact, been considered last and least, even by political scientists. 

—Ester Fuchs, Mayors and Money, 19922 
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Cities, like families, experience financial difficulties from time to 
time arising from a number of factors. Sometimes, these come in the 
form of external shocks—such as economic recessions, declining 
inter-governmental aid, or state-imposed constraints on revenue 
collection. These are experienced broadly across many cities, and 
individual municipalities generally have little capacity to change 
them. Other factors are structural—including population loss, 
poverty, an aging housing stock, and low market values for taxable 
properties—and vary widely across cities. Unfortunately, these 
factors are also difficult for local governments to alter in the near 
term. Still other factors are internal, attributable to cities’ policies or 
the activities of their elected officials. These include decisions to offer 
benefits to residents that cannot be sustained by existing revenues, 
and fiscal mismanagement, where public officials allow a city’s 
financial position to deteriorate through poor decisions or neglect.3 
When trying to both explain and predict municipal fiscal stress, 
scholars have tried to measure the financial difficulties facing cities, 
focusing on private employment, per capita income, and levels of 
municipal debt and taxation. They have developed detailed 
explanations of how fiscal stress waxes and wanes according to the 
different factors cited here.4 In the late 1970s, for example, scholars 
observed that cities with aging housing stocks and large numbers of 
residents in poverty were having the greatest trouble maintaining 
services at an acceptable cost to residents, especially where 
suburbanization had separated large cities from the region’s more 
affluent residents. In the 1980s and 1990s, the difficulties of urban 
centers were tied to large reductions in federal aid and declining tax 
bases as a result of continued out-migration and voter-imposed 
constraints on revenue collection.5 

Less attention has been paid to financial crises, where local 
governments lose access to credit markets and, as a result, are in 
danger of defaulting on loan obligations or not meeting current 
expenses. Such episodes are rare among large municipalities. In 
1975, the City of New York lost its credit lifeline when banks refused 
to continue lending money to the city on a short-term basis to cover 
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payments on past loans and operating expenses. The state 
ultimately intervened, setting up new agencies that guaranteed the 
city’s loans and imposed tighter constraints on its finances. In 1978, 
a standoff between the mayor and local banks caused the City of 
Cleveland to go into default after the banks refused to refinance $14 
million in bonds. In 1990, banks refused to provide the City of 
Philadelphia with loans to cover its immediate expenses. Over a 
three-year period, the city passed a sales tax increase, froze 
employee benefits, and cut services to residents. In 1994, Orange 
County became the largest municipality to declare bankruptcy after 
county officials sustained losses of $1.6 billion in its investment pool. 
In 1996, a federal corruption probe revealed an enormous budget 
shortfall in the City of Miami, which precipitated a collapse in its 
credit ratings. As in the New York case, the state intervened by 
setting up an oversight board to control the city’s finances.6 

San Diego’s fiscal crisis ranks among the most serious in U.S. 
history. The experiences of other large local governments, in 
particular New York and Orange County, indicate that no single 
factor can explain all crises and that the path to recovery varies 
substantially. In the case of New York, for example, scholars have 
pointed to structural causes, including growing poverty and job 
losses, as well as lingering fallout from the oil crisis in the early 
1970s. Political scientist Martin Shefter, in contrast, attributes New 
York’s crisis to overspending by political authorities eager to build 
support among the city’s myriad special interests, especially its 
increasingly powerful municipal employee unions. San Diego 
experienced no such structural upheaval, nor can its woes be tied to 
external shocks. As in New York, municipal employee unions were 
active players in San Diego’s financial crisis, although city pension 
costs represented only the most proximate trigger, rather than the 
root cause, of the fiscal crisis. 

On its face, the Orange County bankruptcy offers a more 
compelling comparison. Like San Diego, Orange County faced 
enormous fiscal pressures arising from voter-imposed constraints on 
revenue collection. Like San Diego, tightfisted voters in Orange 
County were loath to relieve these pressures through increases in 
taxes, fees, or other revenues. In both places, citizens harbored 
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doubts about the capacities of local government. In Orange County, 
elected officials counted on strong returns from the investment pool 
in the same way that San Diego officials tapped “surplus earnings” 
from its municipal pension fund—^which was deeply invested in the 
stock market—to balance the budget. When the crisis hit, there was 
no help coming from state government, in contrast to New York, 
Cleveland, and Miami. Despite these apparent similarities. Orange 
County and San Diego chose very different responses to the crisis. 

In Orange County, public officials immediately opted for a 
Chapter 9 bankruptcy filing; a new executive officer was appointed to 
oversee the process. The county sold off its risky assets, removed 
those tainted by the scandal, and negotiated a settlement with 
participants in the county pool. When voters rejected a tax increase 
to pay off the investment losses, a plan that combined staff and 
services cuts with borrowing was quickly implemented. By June 
1996, the county had sold its bond offering, ending the crisis. The 
entire process lasted eighteen months. 

By contrast, San Diego’s decadelong fiscal crisis has only grown 
worse. With ballooning pension payments consuming an ever-larger 
share of the budget, public officials have continued to struggle to 
close the city’s structural budget deficit. Business and civic leaders, 
who stood by for decades as the city diverted money from its 
pension fund to pay regular city expenses, quickly mobilized to 
oppose efforts to increase revenues, using the pension scandal to 
their political advantage. By late 2010, the city was no closer to a 
permanent solution than when the crisis began. 

In San Diego, the pension scandal was born of the basic desire 
to put off until tomorrow choices that are unpleasant today. The 
unpleasant choice was whether to cut desired benefits and services 
or raise taxes to pay for them. Institutional constraints, in particular 
California’s voter-imposed spending and borrowing limits, 
contributed. These, however, were not unique to San Diego. More 
important were internal factors, such as the city’s fragmented 
political system that encouraged parochial behavior, and a political 
culture characterized by widespread distrust of local government and 
voter unwillingness to raise taxes. Underfunding the pension allowed 
local officials to temporarily avoid making the fundamental choice 
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created by voter insistence on both low taxes and generous public 
services. The decision to simultaneously increase retirement benefits 
made the final reckoning all the more severe. 


America’s Cheapest City 


San Diego has been the victim historically of a libertarian political culture. Where else 
in California do you have five Republicans sitting on the county board of supervisors? 
San Diego is just a very conservative place and very anti-tax as well. 

—Former San Diego City Manager Jack McGrory 20077 


Although the news of San Diego’s financial problems first 
attracted national attention in 2004, the origins of the crisis can be 
found at least three decades earlier. In the 1970s, an ill-timed local 
property tax cut motivated by a larger statewide tax revolt 
permanently froze the city’s below-average tax rates for years to 
come. Rather than respond to growing fiscal stress by creating new 
revenue sources or reducing public services, San Diego’s elected 
public officials resorted to a series of creative financing schemes 
designed to shift the burden of paying for public services from the 
city’s citizens or to simply hide it altogether. Although underfunding 
of the city’s public employee pension system represented the most 
bold and daring of these tactics, it followed a long series of ruses 
and stratagems used by San Diego officials to provide constituents 
with government services without ever asking them to pay the full 
cost. 

Howard Jarvis’s Antitax Utopia 


If all cities were as well run as San Diego, we wouldn’t need Proposition 13. 
—Antitax crusader Howard JarvisS 
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San Diego emerged from World War II with a city hall controlled 
by a Sunbelt-style growth machine based on suburban expansion; 
low taxes; and business-friendly, reform-style government. During 
the tenure of Pete Wilson, who served as mayor between 1971 and 
1982, the city adopted a master plan that laid out a template for 
population growth and development, and Wilson also took up the 
cause of reshaping the city’s political structure by pushing a failed 
initiative to expand the powers of the mayor. On fiscal matters, 
however, Wilson continued to toe a conservative fiscal-hawk party 
line, reducing the city’s property tax rate shortly after taking office. 
Coming at a time of historical real estate appreciation that was 
driving up property tax bills, the cut proved politically popular.9 

The political logic of Wilson’s tax cut was rooted in a taxpayers’ 
revolt brewing across the state. News reports highlighting the plight 
of senior citizens on fixed incomes provided popular momentum for a 
series of efforts to restrain local government taxation powers. 
Seniors faced the prospect of losing their homes because they were 
unable to pay ballooning property taxes caused by a real estate 
boom and a rapid increase in assessed valuations. The most famous 
of the reforms was Proposition 13, a ballot initiative advocated by 
antitax crusader Howard Jarvis and passed by voters in 1978. The 
initiative capped total property taxes at 1 percent of the 1975 
assessed valuation and limited future increases. Prior to Proposition 
13, cities, counties, and other local government agencies had set 
their own tax rates, which in the aggregate usually exceeded the 1 
percent cap; these were precisely the taxes that Wilson had cut. 
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TABLE 3.1 Propem' tax revenue of the ten largest California cities before 
and after Proposition 13 


City' 

1977-78 

property Ujx revenue 
(dollars per capita) 

1978-79 

property tax revenue 
(dollars per capita) 

Change (%) 

Oakland 

$96.34 

$35.38 

-63 

Long Beach 

$82.71 

$32.25 

-61 

Sacramento 

$74.78 

$32.31 

-57 

San Jose 

$48.54 

$22.32 

-54 

Santa Ana 

$57.39 

$27.73 

-52 

Los Angeles 

$103.41 

$50.65 

-51 

Fresno 

$71.33 

$35.95 

-50 

Huntington Beach 

$71.85 

$35.93 

-50 

San Diego 

$55.99 

$31.71 

-43 

Anaheim 

$40.19 

$23.75 

-41 


SOURCE: Calitornia State Controller, Finjnci^l Trans^ictions Concerning Cities of California 
(Sacramentoc Calitornia State Controller, nal). 


Although Proposition 13 affected all municipal governments in 
California, Wilson’s tax cuts left San Diego particularly vulnerable 
because of the way state lawmakers chose to divide the smaller 
property tax pie among competing local governments—cities, 
counties, and special-purpose districts such as schools. Emergency 
legislation passed after the ballot measure gave each local 
government the same proportion of total local property taxes that it 
had received before passage of Proposition 13. The effect of the 
legislation was to reward localities with the highest tax rates before 
Proposition 13 and to punish conservative cities like San Diego, 
which collected fewer property taxes, by giving them a smaller share 
of property tax revenues. “Ironically, Proposition 13 paralyzed San 
Diego while rewarding cities like San Francisco for their fiscal 
profligacy,” noted a senior Wilson aide. 10 

Although there is no doubt that San Diego received a smaller 
percentage of local property taxes than other cities, a close analysis 
of the city’s financial position before and after Proposition 13 
suggests that the Wilson tax cuts were less pivotal in setting the 
stage for the city’s financial squeeze than is generally believed. IJ. 
Table 3.1 reports per capita property taxes collected by California’s 
ten largest cities in the years immediately before and after 
Proposition 13. It indicates that San Diego did collect significantly 
less in property taxes than the majority of California’s ten largest 
cities before the passage of the tax-limitation measure.12 For 
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example, in the fiscal year that began in July 1977, the year before 
Proposition 13 took effect, San Diego collected slightly less than $56 
in property taxes per resident, compared to the nearly $72 average 
for the other nine cities. Among the largest cities, only San Jose and 
Anaheim collected less. After Proposition 13, San Diego’s share of 
property taxes fell to $31.71 per resident, a marked decrease but not 
much less than the amount received by most other major cities in the 
state. Only Los Angeles, with a per capita haul of more than $50, 
collected significantly more. 


TABLE 3.2 Per capita general revenue of the ten largest 
California cities, fiscal year 1977-78 


City 

1977-78 general revemte (per capita) 

Oakland 

$473.76 

Long Beach 

$439.63 

Los Angeles 

$428.80 

Fresno 

$394.74 

Sacramento 

$349.37 

Santa Ana 

$302.81 

San Jose 

$302.59 

San Diego 

$291.64 

.\naheim 

$276.05 

Huntington Beach 

$268.98 


SOURCE: California State Controller, FIujucuI Trjnsjctions Concerning 
Cities of Californu (Sacramento: California State Controller, n.d ). 


Although the reduction in property taxes certainly hurt city 
finances, the more important impact of Proposition 13 was its limit on 
all other forms of taxes, requiring voter approval for all proposals to 
increase taxes to pay for specific city services. As indicated by Table 
3.2 . which compares the general revenues of California cities, San 
Diego collected just $291.64 in general revenue per person in the 
year that ended in June 1978, the month voters passed Proposition 
13. Most other major cities collected at least $300 per resident, 
whereas Long Beach, Oakland, and Los Angeles all received more 
than $400 per resident. These three cities collected millions of 
dollars in utility users’ taxes, a revenue source used by many other 
major California cities but not by San Diego. Although Proposition 13 
did not cut these other taxes that cities used to balance their 
budgets, it did institute a new two-thirds supermajority vote 
requirement for future attempts to increase them. The effect was to 
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freeze San Diego’s low tax base until such time that voters decided 
taxes ought to be raised. 13 

The Post-Proposition 13 Runaround 


Perhaps the most important insight that can be gained from the passage of 
Proposition 13 is that blunt initiatives lead to the development of other ways of getting 
things done. These other ways are usually more complex, more expensive, and 
typically are not discussed in public forums in ways that are intelligible to the public 
and elected officials. The world is full of very bright and ingenious people who delight 
in ways of circumventing poorly drafted initiatives. 

—Public finance scholar Jeffrey Chapman, 199814 


In the wake of Proposition 13, and the state’s growing clout over 
local revenue allocation decisions, California cities responded in 
different ways to fiscal scarcity. In Los Angeles County, for example, 
several cities instituted new utility users’ taxes or raised existing 
ones. Some cities created new redevelopment programs, which 
under state law allowed them to capture a greater percentage of new 
property taxes, and others wooed major retailers to increase the 
amount of sales tax flowing into local coffers. San Diego exemplified 
the latter two approaches, pursuing an aggressive redevelopment 
agenda and working hard to attract new retail. However, local public 
officials strenuously avoided any remedy that would require them to 
ask voters to approve new taxes. 15 

Elected officials’ desire to avoid public votes to raise taxes has 
meant that San Diego residents have continued to receive for free 
many municipal services provided on a cost basis in other areas. 
Since 1919, for example, city residents living in single-family homes 
have enjoyed free trash pickup. Although numerous city task forces 
have recommended that San Diego institute a trash collection fee 
like most other cities, a move that would bring tens of millions of 
dollars into the public treasury, the city council has refused, worried 
about the political backlash from approaching voters for more 
money. 16 Because successfully passing new tax increases—and 
amending the city charter to permit trash collection fees—would 
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require city council mennbers to publicly campaign for higher taxes, 
such proposals have represented a political third rail for San Diego 
elected officials. “I went to the council 24 times with refuse collection 
[fees],” recalled former City Manager Jack McGrory. “Each time, the 
city council said no. ”17 

Instead, in the aftermath of Proposition 13, Mayor Wilson and 
the city council expanded the dubious practice of using pension fund 
earnings to ease the stress on the city’s day-to-day budget, adopting 
several practices that put the long-term solvency of the pension fund 
at risk.18 Most damaging was the diversion of investment earnings 
to pay for programs and services that local officials desired but were 
loath to fund through higher taxes. In 1980, the city council passed a 
resolution defining all pension fund investment returns in excess of 8 
percent as surplus earnings. The resolution directed the San Diego 
City Employees’ Retirement System (SDCERS) to use 50 percent of 
the earnings to pay enhanced retirement benefits. The other half was 
used to reduce the city’s annual pension contribution, freeing up city 
revenues for other purposes. 

The additional benefits were distributed to retirees via a 
“waterfall”—a thirteenth check on top of the regular monthly 
payments. These checks provided relief to retirees suffering from 
double-digit inflation and rising health-care costs. The waterfall 
allowed local officials to increase retiree benefits without raising 
money to pay for them. Most important, the practice provided the 
template for future pension schemes: convince pension board 
members to underfund the system by pledging some of the savings 
toward benefit enhancements. 19 

The waterfall was problematic in several respects. First, the 8 
percent rate of return assumed by SDCERS was a target it expected 
to meet over a period of many years. High returns in one year would 
be needed to balance out low returns in others. Taking surplus 
earnings out of the system left the pension fund vulnerable to 
economic downturns. Second, unusually high investment returns 
created an embarrassment-of-riches problem for local officials. To 
avoid paying out hundreds of millions of dollars, city officials 
reportedly used their influence on the pension board to manipulate 
the fund’s annual earnings (e.g., by directing fund managers to sell 
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off assets that were losing money). When this method failed, city 
officials sought to cap the amount of the thirteenth check.20 

Around the time that Wilson discovered the pension system as a 
prime source of additional city funds, Ron Saathoff assumed the 
leadership of Local 145, the union representing San Diego’s 
firefighters. Possessing boundless energy, political savvy, and a 
detailed understanding of municipal finance, Saathoff became a 
force in local politics. Saathoff, however, was not an ideologue. He 
preferred to work with the business community and public officials to 
increase benefits and improve working conditions. In 1981, Saathoff 
assumed the firefighters’ seat on the pension board and quickly 
became a headache for city officials. The thirteen-member board 
had traditionally been a rubber stamp for city initiatives. With 
Saathoff on the board, any new deals between the city and the 
retirement system would entail concessions to city workers. 21 

The House That Jack Built 


Harry Mathis, a member of the [city] council who represented La Jolla years ago, 
called the city manager to say he had forgotten to ask for a brush-fire truck in the 
budget. [City Manager Jack] McGrory said he would put the truck in the 
appropriations ordinance. Back then as now, you could surreptitiously add and delete 
items, because nobody read the budget. Mathis owed McGrory after that. 

—Former Taxpayers Association Executive Director Scott Barnett, 200722 


The early practice of raiding the pension system to fill gaps in 
the city budget grew over time to become a central tenet of San 
Diego’s public policy in times of dire fiscal need. By the early 1990s, 
three events conspired to exacerbate the city’s fiscal stress by 
fundamentally changing the nature of budgetary politics in San 
Diego. First, California voters pledged more funding for public 
schools in 1988 with the passage of a constitutional amendment 
known as Proposition 98, which set aside roughly 40 percent of the 
state budget for local school districts and community colleges. To 
provide the new money, state lawmakers shifted a portion of local 
property taxes to schools, reducing the amount of tax revenue 
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available to the city. Second, the fall of the Soviet Union and the 
ensuing recession battered the local defense industry, a key element 
of the San Diego economy. To offset the effects of the downturn and 
to encourage investment, elected officials cut business taxes in the 
city, thus further increasing the strain on public finances. 23 

Third, a voting-rights lawsuit filed in 1988 by the Chicane 
Federation charged that the city’s at-large election system unlawfully 
diluted the voices of black and Latino voters. The challenge and a 
subsequent voter-approved ballot initiative led to the creation of eight 
city council districts, with the mayor—still a member of the council— 
remaining as the only legislator elected on a citywide basis. This 
change empowered minority groups and the local Democratic Party 
by lowering the bar for representation on the council from a citywide 
to a districtwide majority. The creation of geographic electoral 
constituencies, however, gave city council members an incentive to 
prioritize district services over broader issues. The new district focus 
diverted council members’ attention from long-term, citywide 
challenges, such as San Diego’s darkening fiscal picture. 24 

Susan Golding, a pro-choice Republican who supported 
affirmative action and environmental protection, was the first mayor 
of San Diego to be elected after the switch to district elections. 
Having narrowly defeated an antigrowth opponent in the 1992 
mayoral election, Golding emerged as a dynamic presence in city 
hall, more interested in getting things done than in balancing the 
city’s books. Although her predecessor, Maureen O’Connor, had 
dissipated much of the de facto power that Pete Wilson had 
accumulated, Golding proved adept in forging a council majority 
behind her business-friendly agenda. Intent on building a record for 
higher office, Golding pushed a series of high-profile projects, 
including the expansion of the city’s convention center and a new 
ballpark for the San Diego Padres. At Golding’s urging, the city 
council also adopted an ordinance requiring new city revenues to be 
earmarked to hire more police. 25 

Although a recession in the early 1990s had sharply reduced the 
city’s revenues, Golding would not consider raising taxes. 
Nonetheless, she needed additional revenues to pay for the 
convention center and other projects. In 1994, she came up with a 
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solution, proposing that San Diego take a pension “holiday” and not 
make its annual required contribution to the pension system. 
Ultimately, her proposal was rejected .26 

While Golding was busy building legacy projects and preparing 
for a bid for higher office, other council members were focused on 
delivering district goodies, especially after local voters passed a 
term-limits initiative in 1992. In this context, the main responsibility 
for budget management fell to the appointed city manager. Jack 
McGrory. An ex-marine, McGrory served as the city’s chief executive 
between 1991 and 1997. McGrory had worked for the city since 
1975 and knew more about its capabilities than anyone. As city 
manager, he quickly developed a reputation for budget wizardry. 
According to local budget lore, Mc-Grory required city departments 
to hand over a portion of their budgets to be kept in an opaque 
network of reserve accounts made undecipherable by the city’s 
byzantine budget system. 27 “Jack was the only one of us who 
actually understood that document,” former Councilman Juan Vargas 
said of the budgets prepared by McGrory. “It was like Da Vinci 
looking at a drawing of one of his flying machines. ”28 

When individual council members needed money for a pet 
project, they came to see McGrory, and he unlocked the da Vinci 
code. When Mayor Golding needed money to host the 1996 
Republican convention in the city, she went to see McGrory, and he 
made it happen. According to veteran newsman Gerry Braun, 
members of the city council “didn’t like how he squirreled away 
money where no one could find it. But when the time was right, and 
he presented the money to them like a gift, all was forgiven. ”29 

McGrory, in turn, blamed elected officials for weak leadership 
and their unwillingness to consider new taxes. “Every city manager 
tried to pull rabbits out of a hat to make the budget work. . . . Political 
officials put gigantic handcuffs on the manager for developing a 
reasonable budget,” he recalled. “People look at San Diego’s high 
standard of living and think that it must have large revenues and 
taxes going to the city. That is simply not the case. We were told to 
never put utility and tax in the same sentence. I told the council 
every year about the need for new revenues. ”30 With the council 
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forswearing new taxes, the difficult job of balancing the budget fell to 
McGrory. 


San Diego’s Fiscal Time Bomb 


The pension fund was long used to get around the city council and public votes to 
fund capital projects. The city manager would meet with the pension’s actuary. They 
would adopt mechanisms to reduce the city’s contribution. The city’s budget had 
numbers that members of the pension board had never even seen. 

—Ron Saathoff, head of Local Firefighters Union 145 and former member of the 
board of SDCERS, 2007^ 


McGrory’s task in the 1990s was daunting. The fiscal constraints 
on local government were tightening. The local economy was still 
reeling from the post-Cold War recession. Neither the city council 
nor local voters had any appetite for new taxes. Mayor Golding had 
directed McGrory to revamp San Diego’s aging Jack Murphy 
Stadium and to finance the 1996 Republican National Convention 
while keeping existing city programs intact. Meanwhile, the 
retirement system was reaping record returns. 

Like most local governments, San Diego provides pension 
benefits to employees through a defined-benefit plan. Defined- 
benefit plans pay monthly allowances to employees who retire after 
a prespecified minimum number of years or go on disability. The 
level of benefits is determined by a formula negotiated between the 
city and its employees, and funded by contributions from both. 32 
From an administrative standpoint, a defined benefit plan ought to be 
easy to manage. Using actuarial tables and employment data, a 
sponsor can predict what its future payments will be. On the basis of 
assumptions about investment returns, pension fund administrators 
can collect and use contributions to acquire interest-bearing assets 
that will yield an amount equal to the plan’s liabilities. In the early 
1990s, the fund’s total assets exceeded $1 billion, more than the 
benefits owed to future retirees. The solution was obvious. In 1994, 
McGrory sought approval for a $10 million reduction in the city’s 
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annual pension contribution. Although this proposal was nixed by the 
retirement system’s outside legal counsel, the city’s mounting budget 
problems created a need for a new plan to satisfy both the fund’s 
administrators and board members like Ron Saathoff.33 

Making a Deal 


With respect to Manager’s Proposal 1, I would do the same deal again. The pension 
was 105 percent funded three years after I left. When the market crashed, the correct 
decision was to limit, not expand benefits as the city decided to do. 

—Former City Manager Jack McGrory 200734 


In 1996, the City of San Diego and SDCERS reached 
agreement on a plan known as Manager’s Proposal 1 (MP-1). The 
basic outline of the deal was simple. The city received a $110 million 
break on its annual contribution over ten years. A trust fund used to 
pay for retiree health care was eliminated, with SDCERS agreeing to 
pick up health-care costs using its surplus earnings. Of the $110 
million in savings, approximately $71 million was used to 
retroactively upgrade benefits for current workers and retirees. The 
new benefits included an increase in the “water-fall” check and a 
change in calculations that resulted in more generous monthly 
pension payments.^ The city also implemented a program for the 
purchase of service credits that would allow employees to buy extra 
years of service. With enough credits, an employee with twenty 
years of service, for example, could retire with benefits equivalent to 
an employee with twenty-five years. The city promised to revert to 
the old system of making its entire annual contribution by 2007. 

City Attorney Michael Aguirre, elected in 2004, cites MP-1 as 
the start of a secret conspiracy to pass on pension debt to future 
taxpayers. In reality, MP-1 was debated and approved by the city 
council and pension board in the light of day. The San Diego Union- 
Tribune reported on the plan’s details and the concerns of those it 
affected. Outside counsel hired by the city signed off on the deal. So, 
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too, did the outside counsel hired by SDCERS to replace the law firm 
that had scuttled McGrory’s 1994 deal. 36 

There was ample enthusiasm for MP-1 among city workers and 
their representatives at SDCERS. The agreement, however, placed 
pension administrators in an awkward position. The contribution 
schedule from the city, which would replace the actuarially calculated 
bill, immediately reduced funding levels by 5 percent. In 1996, the 
retirement system was 93.5 percent funded—that is, the system had 
assets equal to 93.5 percent of its projected liabilities—with an 
unfunded actuarial accrued liability of $96.3 million. Although MP-1 
promised the city short-term savings, the enhancements in pension 
benefits offered in exchange would be in place for perpetuity, with no 
clear plan to pay for them. The agreement, as originally proposed, 
would result in a substantially reduced funding ratio and greater 
liabilities that would have to be made up for with future contributions. 

To sell pension administrators on MP-1, McGrory included a 
novel trigger clause. If the system’s funding ratio ever fell to less 
than 82.3 percent (10 percent below its 1996 level), the city would 
make a lump-sum payment the following year to bring the system 
back up to the 82.3 percent floor. With the stock market booming, 
there was ample reason to believe that the funding ratio would 
remain stable. 37 

Problems with the agreement and the process that produced it 
were legion. First, the entire arrangement arguably violated state law 
as well as the city charter. The charter instructs the city to make its 
annual required contribution, and state law gives city workers the 
right to an actuarially sound pension. Second, the logic of the 
agreement was faulty. MP-1 was adopted because the city was 
having trouble meeting its current obligations. However, the benefit 
hikes that were included seemingly to get the deal passed would 
make the city’s future fiscal situation doubly difficult. Third, nothing in 
the agreement prevented the city or the board from reneging on the 
deal in future negotiations. Finally, although members of the board 
were legally bound to safeguard the fiduciary interests of the 
retirement system, conflicts of interest made this virtually impossible. 
Board members representing city workers stood to gain from the 
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benefit hikes. The city’s representatives needed the agreement to 
close a $10 million hole in the 1997 budget. 

McGrory left the city in 1997. He was succeeded by Michael 
Uberuaga, a city manager from Huntington Beach who had little 
knowledge about San Diego. Under Uberuaga and a conflicted 
board, the financial position of SDCERS rapidly deteriorated. One 
cause was the increasing retirement obligations approved with MP-1. 
Surplus earnings were tapped to pay cost-of-living adjustments to 
protect the value of retirees’ benefits. The purchase of service 
credits, intended to be cost neutral, were systematically underpriced. 
Older workers took advantage of the program to buy years of service 
and increase their benefits. When SDCERS calculated the cost of 
the program in 2002, it found that it had increased liabilities by $77.7 
million, causing a 2 percent reduction in the funding ratio. In addition, 
SDCERS was struggling with rising health-care premiums. 38 

In 1998, SDCERS was sued by a group of retirees who claimed 
that calculations of their pension benefits had improperly excluded 
vacation and sick leave. The plaintiffs sought across-the-board 
increases in their pension benefits. The city council agreed to settle 
the case in 2000 and directed SDCERS to do so without allowing the 
funding ratio to dip below 90 percent. The $84 million owed to 
retirees was omitted in its next calculation of the funding ratio, which 
nonetheless dropped from 94.4 percent to 90.3 percent. 39 

Pulling the Trigger 


Murphy realized that the ballpark was a net loss for the city. He was looking for cover 
and guys like Ron Saathoff agreed to provide it. The Union-Tribune also provided 
political cover. In exchange, the unions received pension benefits and salary 
increases. But the money to pay for these was not there. That was how we ended up 
with Manager’s Proposal 2. That deal was an impetus for [city] employees to look the 
other way. 

—Bruce Henderson, former city council member, 200740 


Local elections in 2000 installed a new mayor, Dick Murphy, and 
replacements for four termed-out councilmen. Murphy was worried 
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about local finances. In April 2001, he appointed the nine-member 
Blue Ribbon Committee on City Finances to study the issue. The 
committee was assisted by the city auditor and comptroller, whose 
focus was to ensure the report said nothing that would jeopardize the 
upcoming sale of the city’s ballpark bonds. Its work was largely 
completed by September 2001, but a final report was delayed until 
late February 2002. Worse, the final report declared the city to be 
“fiscally sound.” Delaying and then whitewashing the report 
prevented speculation about shaky local finances from scuttling the 
ballpark bond offering, which closed on Valentine’s Day 2002. Had 
the problems with the retirement system been publicly aired, the 
ballpark likely would not have been financed. 41 

Bad news steadily accumulated during the first six months of 
2002, starting in February, when SDCERS announced that its 
funding ratio had decreased from 97 percent to 89.9 percent 
between June 2000 and June 2001. The system’s unfunded liability 
ballooned from $69 million to $284 million. This was before the 2001 
recession. Investment losses during the 2001 calendar year were 
$42 million. These losses were particularly worrisome given the city’s 
reliance on pension earnings for funding a variety of city expenses 
and benefits. Investment losses continued to mount in the first 
quarter of 2002. In March, the mayor and city council were told that 
the funding ratio was approaching the 82.3 percent trigger in MP-1. 
By April 2002, SDCERS was informing the city that, absent a 
dramatic turnaround, the funding ratio reported in June 2002 would 
almost certainly fall below 82.3 percent, thus forcing the city to make 
a hefty lump-sum Davment.42 

By spring 2002, the implications of breaching the 82.3 percent 
floor were clear. Lawrence Grissom, the pension system’s 
administrator, sent an e-mail to the city manager’s office estimating 
that the funding ratio would hit 80 percent by June 2002. This 
estimate did not include the additional burden created by the city’s 
earlier legal settlement with retirees. To restore funding to 82.3 
percent, a onetime lump-sum payment of at least $75 million would 
be needed. This was fiscally infeasible and politically unthinkable, so 
both the city and SDCERS changed their interpretation of MP-1 to 
mean that hitting the trigger would require that the city simply begin 
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making its full annual required contribution instead of maintaining the 
82.3 percent floor. Under this interpretation, the city would owe the 
retirement system an additional $20 million to $26 million in 2003. 
Given the deteriorating fiscal conditions the city was facing, even this 
contribution would be difficult to make. 

Meeting in closed session, the mayor and city council agreed to 
the broad outlines of a solution. Much like MP-1, it exchanged short¬ 
term pension relief for the city for retroactive increases in benefits for 
public employees. The trigger would be lowered to 75 percent. Were 
the trigger breached, the city would ramp up its contribution over five 
years to reach the full actuarial contribution rate rather than make an 
onerous payment the following year. The city would again improve 
the formula used to calculate pension benefits.43 To sweeten the 
deal for Saathoff, a presidential-leave provision was adopted that 
would combine the city and union salaries of union presidents when 
calculating their benefits. Because only Saathoff received both, he 
alone would benefit from the provision. 

Uberuaga approached the pension board with a formal offer. 
Manager’s Proposal 2 (MP-2), in June 2002.^ As with MP-1, the 
problem with MP-2 lay in getting SDCERS administrators to sign off 
on underfunding. Rick Roeder, the actuary for the pension, had 
reluctantly blessed MP-1 because it included a minimum funding 
ratio. He believed that MP-1 required the city to maintain the system 
at 82.3 percent, not just resume making its full annual required 
contribution. Now the floor was being dispensed with, and there was 
no guarantee that a lower trigger would not be eroded later on. In 
July and November, the pension board voted again to approve MP-2. 
Bowing to what seemed inevitable, Roeder signed off on the deal.45 

Unlike MP-1, MP-2 was negotiated almost entirely behind 
closed doors. The city’s representatives and Saathoff were intimately 
involved in drafting the proposal, but other board members were 
apparently unaware of key provisions. The Union-Tribune published 
no stories, although the process unfolded over several months and 
was tied to ongoing labor negotiations. Indeed, when MP-2 finally 
came before the city council in November 2002, its provisions were 
broken up and placed on the consent agenda, meaning that they 
would be voted on without debate.46 
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The details of MP-2, and ultinnately the woeful state of the 
retirennent system, were brought to light through the efforts of Diann 
Shipione, a financial consultant appointed to the board of SDCERS 
in 2001 by Mayor Murphy. Shipione was married to attorney Pat 
Shea, who headed the board of the San Diego Convention Center 
and helped resolve the Orange County bankruptcy in the mid-1990s. 
Shipione opposed MP-2 from the start and spoke against the 
proposal at the November board meeting. Shipione pulled the 
components of MP-2 from the city council’s consent agenda and 
read a written statement in open session. The statement denounced 
MP-2 as a corrupt product of the board’s city and union 
representatives. She criticized the mayor and the board for agreeing 
to a proposal that would delay most of the burden created by 
underfunding and benefit enhancements until 2009, by which time 
every elected official present would be termed out of office. 

The council ignored Shipione and voted eight to one to approve 
the deal. It even agreed to indemnify members of the pension board 
from prosecution for approving their own underfunding. For her 
troubles, Shipione was ridiculed by her fellow board members and 
SDCERS administrators. In responding to her accusations, the new 
City Manager Lament Ewell wrote that “[Shipione] has omitted, 
slanted and misrep-resented the facts related to these matters.” The 
Kroll Report, a lengthy document investigating the pension scandal, 
cited the city’s “cursory and dismissive response” to Shipione’s 
claims as a low point in its management of pension funding 
issues. 47 

In December, Roeder informed the board that the funding ratio 
had dropped to 77 percent by July 2002, much less than the 80 
percent estimate on which MP-2 was premised. The unfunded 
liability mushroomed from $238 million to $720 million during the 
2001-02 fiscal year. In a private e-mail to another pension board 
member. Acting City Auditor and Comptroller Terri Webster warned 
that the deteriorating funding ratio had become a “fiscal time bomb” 
for the city. With investment losses mounting, SDCERS was, for the 
first time, unable to pay for the thirteenth check out of surplus 
earnings. Worse, Roeder estimated that the system’s health-care 
liability amounted to an additional $1.1 billion. If left unaddressed. 
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the city’s annual required contribution, which excluded the waterfall, 
legal settlements, and health-care liabilities, would grow to 30 
percent of payroll by 2009. The Union-Tribune finally picked up on 
the story, running a front-page article stressing investment losses as 
the cause of the turmoil.48 

In January 2003, two former city employees filed a class-action 
lawsuit against the city for illegally underfunding the retirement 
system. Roeder delivered a formal report on the state of the 
retirement system to the mayor and city council the following month. 
The Union-Tribune’s coverage of the event shifted the focus from 
investment losses to the under-funding, benefit increases, and 
health-care liability perpetuated by MP-1 and MP-2. Murphy directed 
the city manager to develop solutions but then put off the issue. By 
then Michael Conger, the attorney handling the class action lawsuit, 
was engaged in a full-court press against the citv.49 

By July 2003, Murphy could no longer avoid the pension fallout. 
Instead of acting, however, he stalled for time, announcing support 
for the creation of the Pension Reform Committee to study the 
retirement system. The committee was not impaneled until 
September; its members, including several carryovers from the 
mayor’s previous Blue Ribbon Committee on City Finances and his 
campaign treasurer, did not begin work until October. Murphy and 
the council chose to defer action until receiving the final report. In the 
meantime, the city continued its current practice of shorting its 
annual contribution to the pension system. 

Unfortunately, the effects of the pension scandal had spread 
beyond the city’s control. Conger had found discrepancies in 
disclosure documents approved by the city to market its bonds to 
investors. In the bond disclosures, the city was asserting that state 
law required it to fund its retirement system at the actuarially 
determined rate. This assertion, which implied that the city’s pension 
system was on solid footing, was a clear misrepresentation. Shipione 
learned about the disclosures and informed her employer, UBS 
Financial Services, which happened to be underwriting the city’s 
$505 million bond to improve its sewer systems. With UBS refusing 
to price the bonds, the city pulled back its offering. In December, 
Roeder delivered his most ominous report to date. The pension fund. 
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valued at $2.5 billion, had an unfunded liability of more than $1.1 
billion. 50 

In January 2004, the city revealed that accounting errors had led 
it to understate the amount of its pension obligations in official 
documents. Moody’s Investors Service responded to this news and 
Reader’s report by lowering the city’s fiscal outlook. In February, 
Murphy warned that the city would need to consider tax increases, 
service cuts, and the sale of the city’s real estate assets to close the 
$1.1 billion pension gap. Efforts to settle the damaging class-action 
lawsuit against it had gone nowhere. Finally, the U.S. Attorney’s 
Office in San Diego and the Securities Exchange Commission (SEC) 
opened a federal investigation into the city’s finances. 51 

Even with all of these troubles, Murphy ran first in the mayoral 
primary in March. Shortly thereafter, he announced that the city had 
reached a settlement agreement with retirees. Under the terms of 
the agreement, the city agreed to pay SDCERS $130 million in 2005 
(compared to the $95 million it paid in 2004) and the full annual 
required contribution starting in 2006. As security, SDCERS received 
deeds to $375 million in city property. The agreement ended the 
practice of further underfunding the retirement system. Unfortunately, 
it did nothing to address the $1.1 billion, and growing, unfunded 
liabilitv.52 

Voting for Change 


Dick Murphy was constitutionally incapable of being mayor. He did not take good 
advice, when offered. Unfortunately, the Chamber [of Commerce] encouraged him to 
run again because they were afraid of Donna Frye. You can’t have revolutionaries in 
government. Frye is a bomb thrower. 

—Mike Madigan, former assistant to Mayor Pete Wiison, 200753 


The fall campaign of 2004 was among the most tumultuous in 
the city’s history. The ballot included several propositions dealing 
with the retirement system. Proposition G changed the city charter to 
make underfunding the pension illegal. Proposition H altered the 
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composition of the retirement board to give independent appointees 
with financial investment experience a majority of seats relative to 
city employees. Also on the ballot was a proposition to change the 
city’s government to a so-called strong mayor-council system. Under 
the new plan, the mayor would no longer sit on the city council but, 
replacing the city manager, would be responsible for the budget and 
day-to-day operations of city government. 

Meanwhile, a law firm hired in February 2004 to look into 
problems with the city’s financial disclosures and to represent the 
city before the SEC issued a scathing report. The report concluded 
that the accounting and disclosure errors acknowledged by the city 
were the result of confusion and dysfunction. For Murphy’s critics, 
the report was a clear whitewashing of local officials’ complicity in 
contributing to and then covering up the eroding state of the 
retirement system. The auditor KPMG refused to issue an opinion on 
the city’s financial statements. Standard & Poor’s Rating Services 
suspended its ratings of San Diego, formally shutting the city out of 
the municipal bond market.54 

By September, Murphy was outpacing his primary opponent. 
County Supervisor Ron Roberts, in the mayoral race. Roberts had 
offered tepid support for bankruptcy, a nonstarter with San Diego’s 
business community. Moreover, Roberts had his own pension sins to 
atone for. The San Diego County Employees Retirement 
Association, the county equivalent of SDCERS, had a pension deficit 
of $1.4 billion (not counting $800 million in outstanding pension 
obligation bonds) and a funding ratio of 75 percent, as a result of 
both investment losses and benefit hikes. In late September, the 
populist city council member Donna Frye formally entered the race 
as a write-in candidate. Frye, a golden-haired, husky-voiced surf- 
shop owner, was the lone member of the council to oppose MP-2. 
Facing mounting pressure, Murphy escalated his proposals, 
endorsing the sale of $600 million in pension obligation bonds 
recommended by the Pension Reform Committee. 55 

When the dust cleared, Frye’s write-in campaign had scored a 
slim victory over Murphy: 160,805 to 157,459. Unfortunately for Frye, 
more than 5,500 voters who had written her name on their ballots 
neglected to darken the oval beside it as required by city law. The 
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votes were thrown out and Murphy was declared the winner. San 
Diego voters, however, had registered a preference for reform. 
Proposition F, the so-called strong-mayor provision, passed with 51.4 
percent of the vote. 

But the result of the November elections failed to register with 
the board at SDCERS. Less than three weeks after the election, the 
board met in secret to plot the ouster of whistle-blower Diann 
Shipione. Board members voted to exclude her from future closed- 
session meetings and wrote a letter to Murphy seeking her removal 
from the board. Fresh off a comfortable reelection victory in his city 
council race, Scott Peters, who voted for both the faulty bond 
disclosures and MP-2, criticized Shipione for disclosing damaging 
information about the city’s financial position. 56 

The days of quiet consensus, however, were over. Although the 
2004 elections produced no turnover on the city council, the voter- 
approved propositions initiated a process of reform that would 
change the city’s financial practices and bring to power a new city 
attorney. Attorney Michael Aguirre narrowly defeated Assistant City 
Attorney Leslie Devaney, 50.4 percent to 49.6 percent. Unlike his 
predecessor, Aguirre, a self-styled populist, believed that the city 
attorney worked for the people of San Diego, not for its elected 
officials. While almost everyone else in city government was pausing 
to take a breath after the recent elections, Aguirre went right to work. 
In mid-January, the City Attorney’s Office released its first report on 
the pension crisis. Its first paragraph was a shot across the bow of 
the political establishment: 


The San Diego City Attorney is investigating possible abuse, fraud and illegal acts by 
San Diego City officials and employees. The scope of this investigation will extend to 
all possible illegal acts and will expand as necessary based on findings made during 
the investigation, in other words, the City Attorney’s office will pursue all evidence of 
possible illegal acts no matter where they may lead.57 


Over the following four years, Aguirre would be a central figure in 
pension reform efforts. 
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A Mad Juggler’s Circus 


We’re going to be living with this problem for a generation. If we don’t get this problem 
turned around, the quality of life as we know it in San Diego will drop significantly. 

—City Attorney Michael Aguirre, July 200558 


The chaotic 2004 election was an appropriate overture to the 
events of 2005, a year that marked the end of the political careers of 
two mayors and brought city government to a virtual standstill. 
Although Mayor Murphy had survived Donna Frye’s spirited 
insurgent campaign, the lack of confidence expressed by local voters 
gave him little leverage with which to tackle San Diego’s mounting 
fiscal problems. The firm responsible for auditing the city’s official 
financial reports for 2003, KPMG, had rejected the $4 million 
investigative report commissioned by the city. Until the city could 
satisfy the firm that the people and practices responsible for the 
pension deficit and improper bond issues had been fully 
investigated, the city would continue to be locked out of the credit 
markets. 

In February, Aguirre declared war on Murphy and the city 
council. He accused local officials of violating federal securities laws 
and of concealing the scheme to trade pension underfunding for 
benefit hikes. To assuage KPMG’s concerns, the city authorized the 
private law firm hired to investigate the city’s fiscal practices to 
conduct additional interviews, hired a new city auditor, replaced its 
outside counsel, and appointed a three-person audit committee to 
review the law firm’s report and recommend solutions. The audit 
committee was headed by former SEC Chairman Arthur Levitt. Levitt 
and the other two members were associates of Kroll Inc., a private 
consulting firm. The city council also pledged its complete 
cooperation with the ongoing probe by the U.S. attorney and the 
SEC, voting to waive its attorney-client privilege and urging the 
pension board to do the same. 59 

Unfortunately, neither Murphy nor the council could compel 
SDCERS to cooperate. The same board that had tried to oust Diann 


100 


Shipione after she blew the whistle on MP-2 voted in February to 
withhold crucial documents. Fortunately for Murphy, Proposition H, 
which changed the composition of the pension board to give 
independent members a majority, was scheduled to take effect in 
mid-April. If the current board would not cooperate, then perhaps a 
new board with seven new mayoral appointees would be more 
amenable. Murphy released a list of his appointees in February. 
Conspicuously absent from the list was Shipione, the one board 
member most responsible for revealing the sorry state of the 
retirement system. Her tenure would end when the new board 
assumed control on April 15. On April 16, the new board met for the 
first time and promptly refused to waive its attorney-client 
privilege. 60 

The pension board’s inaction was the final straw. Aguirre called 
on the mayor to resign. Two days later. Time magazine published an 
article that named Murphy, Philadelphia Mayor John Street, and 
Detroit Mayor Kwame Kilpatrick the three worst mayors in the United 
States. For Murphy, a proud, quiet man, the notoriety clearly stung. 
On April 26, he announced his resignation, and a special election 
was scheduled for July. Murphy’s looming departure created a 
political vacuum in city government. Michael Zucchet, a council 
member and deputy mayor elected in 2002, was scheduled to 
temporarily replace Murphy. Unfortunately, Zucchet and two other 
council members, Ralph Inzunza and Charles Lewis, were already 
facing federal extortion, conspiracy, and fraud charges in the so- 
called Strippergate scandal. They were accused of accepting bribes 
from a local strip-club owner in exchange for relaxing laws 
prohibiting dancers from touching the patrons. 61 Murphy officially 
stepped down on July 15, thus making Zucchet acting mayor. 
Zucchet and Inzunza were convicted on July 18.^ Two hours later, 
the remaining six members of the council appointed Toni Atkins, who 
had approved the improper disclosures and underfunding, as mayor 
pro tern. Unfortunately, the July 26 mayoral special election to 
choose Murphy’s replacement failed to produce a majority for any of 
the candidates. The top two finishers, Donna Frye and former Police 
Chief Jerry Sanders, would square off in a November 8 runoff, with 
the winner taking office on December 5. 
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The lengthy absence of a duly elected mayor meant that there 
was no effective leader to give direction to the array of internal 
investigations, legal proceedings, and other pension-related 
problems facing the city. In May, Murphy and Ewell had proposed a 
budget that, while making the annual required contribution, was $127 
million less than the full costs, including health benefits, of the 
retirement system. Murphy’s resignation was followed by the 
departures of four high-ranking city officials involved in crafting MP- 
2. Three of them were subsequently indicted by the county district 
attorney for violating California’s conflict-of-interest law, although the 
state supreme court would eventually dismiss the charges. The 
council repeated its demand that the pension board waive the 
attorney-client privilege and cooperate fully with the SEC and U.S. 
attorney. The board continued to refuse and instead asked the city to 
foot the legal bills of board members caught up in the legal 
investigations. 63 

With Murphy gone and the council rudderless, the Office of the 
City Attorney stepped in to fill the void. In April, Aguirre declared the 
benefits granted by MP-1 and MP-2, and the waterfall provision 
adopted in 1980, to be void. He called for a compromise solution 
whereby the city would use taxes and other revenues to increase 
funding for the pension and municipal employees would give up 
some of the illegally conferred benefits. 64 

Repeated attempts by the council, including a threat by Scott 
Peters to place SDCERS in receivership, failed to induce 
cooperation from the pension system’s board. The council also 
withheld approval of the board’s annual budget until the end of June 
but had no formal control over its funding. Members of the pension 
board rebuffed the audit committee, which recommended firing the 
system’s actuary. When the board refused to release documents 
subpoenaed by a federal grand jury, Aguirre sued to have himself 
appointed as legal counsel to the retirement system. At the same 
time, Aguirre filed a second lawsuit seeking to have the benefits 
granted in MP-1 and MP-2 nullified. The outcome of these lawsuits 
would dramatically impact the city’s fiscal and political outlook.65 

Shootout at Pension Gap 
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I did not disagree with much in the Kroll Report. I did not find it offensive or a 
whitewash. But a report is what you do when you do not want to do anything about 
the problem. We had the Aguirre reports, the [law firm’s] report. In the Orange County 
bankruptcy, we did no reports. We were too busy fixing the problem. There was no 
money for reports. 

—Former mayoral candidate Pat Shea, 200966 


In February 2005, the city hired Kroll to complete an 
investigation into the causes of the pension scandal, with an initial 
contract of $250,000. By August 2006, when the firm finally released 
its report, it had extracted more than $20 million from the city. While 
the city council and its well-paid consultants dithered, the Office of 
the City Attorney was conducting its own investigation, pursuing 
lawsuits against those involved in underfunding and developing 
strategies to deal with the crisis. Indeed, through much of 2005, 
Aguirre acted as if he, and nobody else, was the representative of 
the public will. In August 2005, when the council was in recess and 
the city manager was on vacation, he released a fifteen-point 
recovery plan. It advocated dealing directly with the SEC, with the 
city accepting responsibility for misrepresenting its financial 
condition. Aguirre again recommended that the city cease to 
recognize the benefits granted in 1996 and 2002, and pursue a 
settlement with retirees who were already receiving the benefits. 
Finally, he proposed placing before voters several ballot initiatives 
that would raise taxes to pay for legal pension benefits, require voter 
approval for any new pension benefits, and change the composition 
of the pension board to exclude city employees from serving. 67 

Needless to say, Aguirre’s proposals went nowhere. He had 
alienated whatever support he had on the city council by accusing 
members of breaking the law in voting for underfunding and 
improper bond offerings. In targeting the benefits granted in MP-1 
and MP-2, he incurred the enmity of thousands of city employees, 
many of whom showed up to heckle Aguirre wherever he went. His 
attempts to intimidate SDCERS caused board members and 
administrators only to dig in. Indeed, only after receiving a court 
order from a federal judge did the board finally vote to turn over 
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documents to investigators. The city attorney was also fighting an 
uphill battle in the courts. In October 2005, a state judge ruled 
against Aguirre, thus crippling the city’s attempt to have the benefits 
overturned. In March 2006, a different judge rejected Aguirre’s 
attempt to take over the legal affairs of the pension fund. 68 

As Aguirre battled with the courts, the attention of local officials 
and residents was fixed on yet another mayoral election. Like the 
2004 campaign, the runoff between Frye and Sanders featured 
dueling pension proposals. Frye proposed a half-cent increase in the 
sales tax to close the funding gap and pledged to negotiate an 
agreement with city employees to rein in costs. If that failed, she 
supported a council ordinance to rescind the 1996 and 2002 
benefits. Sanders’s recovery plan focused on cost cutting. As did 
Frye, Sanders supported Aguirre’s lawsuit to overturn the benefits. 
Failing that, Sanders proposed cutting the local workforce by 10 
percent, imposing salary freezes and furloughs for remaining 
employees, outsourcing many public services to private contractors, 
and closing off the pension system to new hires. 

Predictably, the editorial board of the Union-Tribune derided 
Frye’s plan, calling the tax hike a political nonstarter that “defies the 
good common sense of San Diego voters.” Sanders’s so-called 
commonsense approach was received more favorably even though 
its opposition to new revenues and focus on future costs did nothing 
to directly address the existing pension liability. The paper also 
joined Sanders in distorting Frye’s record, painting her as an 
advocate of underfunding the pension, even though she had been 
the only member of the city council to vote against MP-2. On 
November 8, Sanders defeated Frye by 54 percent to 46 percent. In 
the end, Sanders’s attacks on city employees resonated with voters’ 
discontent over the growing fiscal crisis. Sanders would be the first 
mayor to serve under the city’s new strong-mayor form of 
government, which voters had approved the previous November. In 
addition to dealing with the pension scandal, Sanders would have to 
manage this difficult transition. 69 

The Politics of Muddling Through 
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It [the annual pension contribution] really dictates the level of services that this city will 
be able to continue to provide. If it’s a very high number, then we obviously have to 
make cuts so that we can afford to make that correct payment. 

—Mayor Jerry Sanders, 200610 


The challenges facing Mayor Sanders as he assumed office in 
December 2005 were unprecedented in the history of San Diego. 
The new strong-mayor system did give the mayor new powers, 
including control over the municipal budget. Sanders, however, had 
pledged to tackle the pension mess without raising taxes. Politically, 
this was the safe approach in tax-averse San Diego. In practice, this 
campaign promise has weighed down efforts to reduce the unfunded 
liability. During his first few months in office, the mayor moved 
cautiously. In February 2006, he proposed borrowing $100 million to 
help stabilize the pension fund. Since the city was locked out of the 
credit markets, Sanders put up $100 million awarded in a recent 
tobacco settlement as collateral. 71 

In April, Sanders released his first budget proposal and a plan to 
borrow an additional $674 million to pay down half of the $1.4 billion 
pension liability.72 The Sanders budget and the borrowing plan 
assumed a quick restoration of the city’s credit rating. With Kroll still 
investigating the city’s pension system and the 2003 and 2004 audits 
still unfinished, the mayor’s budget had $374 million in funding that 
might not materialize. This and other shortcomings were pointed out 
in a report by the independent budget analyst, who reported to the 
city council and whose office was created when San Diego voters 
approved the strong-mayor plan. Under Andrea Tevlin, the analyst’s 
office documented San Diego’s progress on the pension and brought 
unprecedented clarity to a budget process that had been little more 
than smoke and mirrors under McGrorv.73 

While Sanders and Tevlin were working out procedures for San 
Diego’s new budget process, SDCERS was undertaking its own 
reform efforts. In October, the same board that had voted for 
underfunding and then covered it up commissioned a separate 
investigation. In January the system’s consultant released its report, 
blaming the underfunding agreements on the cozy relationship 
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between board nnennbers and city officials but largely exonerating 
SDCERS administrators. Following a national search for a new chief 
executive, SDCERS hired David Wescoe, a local investment 
manager with no ties to MP-1 or MP-2. The board also hired a new 
actuary and changed the way it calculated its costs and the pension 
liability. Ultimately, the concept of surplus earnings was eliminated, 
and the costs of both the pension benefits and retiree health-care 
benefits were made more transparent.74 

On the heels of Aguirre’s legal defeats in late 2007, the Union- 
Tribune ran a devastating story tallying the costs of Aguirre’s various 
lawsuits and airing stories from former employees about his odd 
behavior. Aguirre would spend the rest of his tenure in an uphill and 
ultimately losing battle for reelection. In November 2008, voters 
rendered a final verdict, replacing Aguirre with an opponent who 
believed the city attorney had vastly overstepped his authoritv.75 

Two Steps Forward, Two Steps Back 


Until and unless a court of law grants the City authority to retroactively rescind these 
benefits, my plan is to propose a new pension plan for future City employees 
beginning next fiscal year, and to seek collective bargaining agreements that are 
more advantageous to San Diego taxpayers. I believe that with continued belt¬ 
tightening and fiscal discipline over a period of years, our long-term obligations can be 
managed, especially as the City’s revenues naturally increase over time. I do not 
believe it is appropriate to ask the voters to tax themselves to pay for these benefits. 
—Mayor Jerry Sanders, 20077 Q 


By late 2006, it was clear that the city was stuck with the 
pension benefits it had approved in MP-1 and MP-2. Unfortunately, 
successive mayors and city councils had never developed a revenue 
source to pay for them. The city had two choices: borrow enough 
money to smooth out the pain or make up what the city owed its 
employees with large cuts elsewhere in the municipal budget. 

In October 2006, Kroll finally released the results of its 
investigation of the pension system. The report found that the city 
violated numerous federal securities laws and Internal Revenue 
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Service regulations but was largely silent on which officials, if any, 
were legally responsible. The firm issued 121 mostly technical 
recommendations for reforming the city’s financial practices but 
offered little advice on how to address the current liability. Alarmingly, 
that liability was growing. In October, city officials acknowledged that 
the unfunded pension liability had reached $1.76 billion, despite the 
$550 million the city had put in over the previous three years. San 
Diego was more underwater than ever before. 77 

Constrained in his ability to address the past, Sanders instead 
focused on the future. The mayor adopted the findings of the Kroll 
Report and worked to implement the report’s recommendations. In 
November 2006, the city settled with the SEC, agreeing to cease 
and desist from future securities violations. That same month, 
Sanders issued a five-year plan to put the city back on a firm 
financial footing. The plan included eliminating or not filling 570 
vacancies and cutting an additional 130 positions each year for the 
following three years. 78 

One area in which the mayor has been especially aggressive is 
in negotiating new contracts with the city’s labor unions. In March 
2008, Sanders issued a proposal seeking to implement a hybrid 
pension plan, with some workers shifting to a defined contribution 
plan. The proposal also sought an increase in the retirement age for 
non-public-safety workers. When the council and unions balked, 
Sanders threatened to place his plan on the ballot. In July, the city 
and its white-collar union agreed on a two-tiered retirement plan for 
municipal employees. Existing employees would keep all of the 
benefits passed with MP-1 and MP-2. However, all new city 
employees would have to pay a greater share of their retirement 
contributions. The cap on how much each employee could receive 
after retirement was also lowered. Unfortunately, because the new 
two-tier plan targeted only future benefits, it did little to close the 
existing deficit in the pension system, which was growing rapidly 
because of ongoing investment losses. Although the Sanders plan 
promised to provide some savings, these were dwarfed by the 
growth in the city’s pension bill. 79 

In 2007, KPMG was completing its long-awaited audits of the 
city’s finances, and by May 2008, Standard & Poor’s Rating Services 
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restored the city’s credit ratings and assigned it a “positive” outlook. 
The agency cited the financial and managerial reforms implemented 
by city officials and the release of its financial statements for fiscal 
years 2003-06. This and other announcements cleared the way for 
the city’s return to the municipal bond market. In January 2009, the 
city successfully sold a $157.8 million water revenue bond, its first 
offering since the onset of the pension crisis in 2003.^ By then, 
however, the global financial crisis had produced punishing 
investment losses for the city’s pension system. By July, the city’s 
unfunded liability had mushroomed to a harrowing $2.1 billion and 
was projected to continue growing in the years to come. 81 


A Burgeoning Fiscal Crisis 


The City of San Diego is facing a structural budget deficit. Over the past six fiscal 
years the City has endured significant budget reductions, employed the use of one¬ 
time solutions, and sharply scaled back new programs or program enhancements in 
order to balance annual budgets. Unless clear, decisive, and long-term solutions are 
implemented, municipal services will continue to erode in the future. 

—Independent budget analyst Andrea Tevlin, 200882 


In his first state-of-the-city address, delivered in January 2006, 
Mayor Jerry Sanders laid the blame for the city’s fiscal problems at 
the feet of San Diego’s previous administrations. “As best as I can 
tell, the operating philosophy around City Hall involved one of these 
three words: delay, deny or deceive.”^ However, it soon became 
clear that Sanders’s efforts to address previous wrongdoing had 
done little to fix the city’s underlying budget problems. In an 
influential February 2008 report, independent budget analyst Andrea 
Tevlin argued that the city’s continuing fiscal problems were a 
product of an underlying “structural deficit”—a failure of the city to 
live within its means by systematically spending more money than it 
was willing to collect. Although diverting money from the pension 
system had previously helped the city make its ends meet, the 
growing pension liability had become a central cause of the problem. 
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Pension payments, a legacy of the pension underfunding and a 
result of the more recent investment losses, continued to balloon. 

For years, elected officials sought to hide the structural deficit 
with onetime budget tricks, including sales of public lands, transfers 
of onetime and restricted funds for general use, and systematic 
underbudgeting of expected expenses. Unfortunately, the city was 
running out of onetime fixes. Sanders’s five-year budget outlook, 
released the same year, echoed Tevlin’s assessment. The plan 
projected budget deficits in each of its five years—ranging from 
$20.6 million to $68.3 million each year—even after making 
optimistic assumptions that the city would sell more lands, offer no 
salary increases for most employees, and hold the line on retiree 
health-care costs.M As the consequences of the global financial 
crisis became clear in 2009, Sanders increased his projection of the 
annual deficit to more than $150 million, in a General Fund budget of 
about $1.2 billion. 85 

The city’s chronic structural deficit stemmed from two underlying 
causes. First, the pension underfunding and the granting of 
unfunded benefits of the 1990s and early 2000s had pushed 
significant liabilities into the future, a loan that came due when the 
scheme was exposed and invested earnings dried up. Second, 
conservative political, media, and business leaders seized on the 
psychological effects of the pension debacle to effectively block 
attempts to raise new revenue. Led by the Union-Tribune editorial 
board, these leaders argued that citizens should not be asked to pay 
higher taxes until the city had rolled back the excessively generous 
benefits granted to employees in exchange for their support to 
underfund the system, lest the new money be diverted toward 
employee pensions. 

Crying "Pension!" 


If you do not deal with the pension, it will affect everything else that the city does. If 
you did not have an enormous pension deficit, but you just had shortages, people 
would probably agree to pay more to keep the bathrooms open at the beaches. But 
people know that every new dollar is subsumed by the pension. 
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—Former mayoral candidate Pat Shea, 200986 


Although some officials, like former City Council President Scott 
Peters, have argued that San Diego has simply followed in the steps 
of other local governments in diverting pension revenues during the 
roaring 1990s, the scale of San Diego’s trouble put the city in a 
league of its own.87 In the fiscal year that ended in June 2009, the 
city’s unfunded pension liability exceeded $2 billion, nearly four times 
the city’s total annual payroll. Table 3.3 . which compares San 
Diego’s unfunded liability with that of its peers, makes clear the 
magnitude of the city’s predicament. Although recent financial losses 
have hurt public pension funds across the country, in San Diego 
those losses only compounded decades of underfunding that have 
left the city with the largest pension deficit, in relative terms, among 
large California cities. As a result, San Diego was contributing more 
than thirty cents for every dollar in wages paid to city employees into 
the pension system in 2009, an annual payment that greatly exceeds 
the bills in most other big California cities. 

The unusually large pension payment has been due, in part, to 
an aggressive repayment plan to close the pension gap adopted by 
the city’s pension system. In 2004, the Murphy-appointed Pension 
Reform Committee recommended that the city adopt a fifteen-year 
schedule for paying off its debts to the pension system, significantly 
shorter than the usual thirty-year amortization schedule that many 
other cities use. At the urging of Mayor Sanders, the pension board 
adopted a twenty-year schedule in 2007.^ The combined effect of 
the city’s unusually large pension liability and its unusually short 
repayment schedule has produced a growing crisis in the city’s 
finances. Although the short repayment schedule served as a 
positive signal to credit-rating agencies, former City Comptroller 
Greg Levin said that it also “put more pressure on the city’s already 
pressing financial problems.” In fiscal year 2011, the city was set to 
make a nearly $180 million pension contribution out of a General 
Fund of slightly more than $1 billion. By 2015, pension actuaries 
estimated that the sum would rise to nearly $250 million, or more 
than one-fifth of the city’s day-to-day budaet.89 
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TABLE ;. ^ Public pension burden in the largest California cities, fiscal year 
2008-09 


Citf 

Pension payment 
(percentage of annual payrolf^l 

Unfunded pension liability^ 
(percentage of annual payroll) 

San Diego 

31 

393 

.Anaheim 

29 

111 

Oakland'* 

26 

228 

Long Beach 

20 

23 

San Jose 

20 

204 

Santa Ana 

17 

68 

Riverside 

17 

43 

Los Angeles 

16 

85 

Sacramento 

15 

113 

San Francisco 

5 

0 

Fresno"* 

0 

0 


SOURCES: City ot Fresno, Finance Department, Cornprehensh-e Annua! financial Report: Effectire 
and Responsife Goi'emnient, fiscal year ended June 30, 2009, Fresno, CA; City of Oakland, Finance 
and Management Agency, C.ompref>ensive Annual Financial Report, fiscal year ended June 30, 2009, 

Oakland, CA; Qty and Coimty of San Frarwisco, Office ot the ControUet, Coniprehensive Annual 
Financial Report, year ended Jiuie 30, 2009, San Francisco, CA; City of Santa Ana, Finance and Man¬ 
agement Services Ageixy, 2009 Cotnprehensiiv Annual Financial Report, fiscal year ended June 30, 

2009, Santa Ana, CA; City of Sacramento, Department of Finance Accounting Division, City ofSac- 
ramevto Cotnprehensitv Annual Financiiil Report, fiscal year ended June 30,2009, Sacramento, CA; 

Oty of Long Beach, Department of Financial Management, Comprehensii'e Annttal Financial Report, 
fiscal year ended June 30, 2009, Long Beach, CA; City ot Riverside, City Manageti Office—Fmance 
Division, Comprehensii’e Annu.il Financial Report, year ended June 30, 2009, Riverside, CA; City 
of Lo» Angeles, Office of the Controller, Comprehensive Annual Financial Report, fiscal year ended 
June 30, 2009, Los Angeles, CA; City of Anaheim, Department of Fuiarve, Comprehensire Annual 
Financial Report, year ended June 30, 2009, Anaheim, C.A; City ot San Jose, Finance Department, 

Comprehensire Annual Financial Report, fiscal year ended June 30, 2009, San Jose, CA; City of San 
Diego, Office of the Comptroller, Compretrensive Annu.]l Financial Report, fiscal year ended Jmie 30, 

2009, San Diego, C,A. 

NOTE : Does not include employee portion conmbined hy city per collective bargainiitg agreement. 

‘Includes all local pension plans maitaged by the cities and/or hy the California Public Employees 
Retirement System 

‘Total covered payroll is estimated from the most recent actuarial valuanon in each city. 

'Based on data trom the most recent actuarial valuation for each city, which is from fiscal year 2007 
for Riverside; fiscal year 2008 for Anaheim, Fresno, Sacramento (for two of three plans), and Santa 
.Ana; and fiscal year 2009 for ail other cities (includmg one of three Sacramento plans). 

^Both Oakland and Fresno have issued pension obligation bonds to prepay a portion at then pension 
liabilities. The annual repayment cost for these bonds is not included in the table. 

In addition to the large pension payments, San Diego also faced 
two other looming liabilities. Under new accounting rules, the city has 
been required to estimate the full cost of the health-care benefits 
promised to its workers after retirement. By late 2009, the health¬ 
care liability had grown to more than $1.3 billion, as the city 
continued to make less than its actuarially calculated contribution. 
Finally, Mayor Sanders also estimated that the city’s backlog of badly 
deferred maintenance—the upkeep of streets, sidewalks, and city- 
owned parks and facilities—stood at between $800 million and $900 
million. 90 
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Even as the city faced these looming liabilities, it struggled to 
raise sufficient revenues to pay its regular operating expenses. Over 
the years, a series of analyses from the labor-affiliated Center for 
Policy Initiatives, a local academic, and a city-hired consultant all 
concluded that San Diego lagged behind many other California cities 
in its revenue collections. Unlike most major cities, San Diego did not 
charge for its refuse collection or have a tax on utility users. It also 
levied comparatively low taxes and fees on businesses, and its 
transient occupancy tax—charged on out-of-town visitors staying in 
San Diego hotels—fell short of other California cities and 
comparable tourism destinations. Using very conservative 
assumptions, the city’s independent budget analyst estimated that 
San Diego could raise more than $100 million in additional revenue 
each year by instituting just a portion of the fees and taxes that most 
other major California cities already collected. As indicated in Table 
3.4 . which compares the total revenues collected by the ten largest 
California cities, San Diego has lagged well behind. As a share of 
median household income, the city’s revenue was near the bottom of 
the list.91 

Despite the growing gap between San Diego’s liabilities and the 
revenues available to pay for them, public officials remained 
reluctant to pursue new revenue sources, arguing that the initiative 
for new taxes must come from the voters themselves. In addition, the 
city’s fiscally conservative business establishment used the fallout 
from San Diego’s pension controversy to effectively mobilize its 
supporters to block efforts to raise new revenues. Although the 
agreements to underfund the pension system were authored by city 
administrators and approved by the city council, conservative 
leaders placed the blame squarely at the feet of overweening public- 
sector labor unions and parasitic public employees. Using the 
specter of the looming pension liability, they have successfully fought 
off proposals to increase taxes and urged the city to pursue major 
concessions in labor negotiations. 

In 2004, in the aftermath of the devastating 2003 wildfires that 
exposed the weakness of San Diego’s fire-protection apparatus, the 
city council proposed two increases in the city’s hotel taxes—a fee 
that would be paid by out-of-town visitors, not the city’s taxpayers. In 
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both cases the increases were defeated at the ballot box. To buy the 
support of the tourism industry, the city’s first proposal promised to 
earmark a portion of the new tax toward efforts to market San Diego. 
Under Proposition 13, the set-aside meant that the measure would 
require support from two-thirds of voters. To qualify for a lower, 
simple-majority threshold, the second proposal dropped the earmark, 
thus pushing the tourism industry to oppose the measure. “At this 
point, we had the hotel industry against us,” recalled former City 
Council President Scott Peters. “And all they said was, ‘Pension, 
pension, pension!”’92 


TABLE 3.4 Revenues of the ten largest California cities, fiscal year 2008-09 


City 

Retvnue per household 

Revenue as percentage of 
median household income 

Oakland 

$6,192 

12.0 

Santa Ana 

$5,057 

9.5 

.Anaheim 

$4,920 

8.9 

Los Angeles 

$4,658 

9.6 

San Jose 

$4,546 

5.9 

Long Beach 

$4,479 

8.7 

Riverside 

$3,943 

7.0 

San Diego 

$3,823 

6.4 

Sacramento 

$3,440 

7.3 

Fresno 

$2,538 

5.9 

.Average* 

$4,419 

8.3 


SOURCES: Ciry oJ Fresiio, Fiaancc Department, Comprehensive Annual Financial Report: Ffi'ecrive 
and Responsive Government, tiseai year ended June 30, 2009, Fresno, CA; City of Oakland, Finance 
and Mana^ment A^eivy, Comprelrensive Annual Financial Report, fiscal year ended June 30, 2009, 

Oakland, CA; City of Santa Ana, FuiatKe and Management Services Agency, 2009 Comprehensive 
Annual Financial Report, fiscal year ended June 30, 2009, Santa Ana, CA; Qty of Sacramento, Depart¬ 
ment of Finance .Accounting Division, City of Sacramento Comprehensive Annual Financial Report, 
fiscal year ended June 30, 2009, Sacramento, CA; City of Long Beach, Deparmient of Financial Man¬ 
agement, Compreltensiie Annu,tl Financial Repr>rt, fiscal year ended June 30, 2009, Long Beach, C.A; 

City of Riverside, Qty Manager s Office—Finance Division. Compreifensitv Annu,tl FinancLtl Report, 
year ended June 30,2009. Riverside, CA; City of Los .Angeles, Office of the Controller, Comprehensive 
Annual Financial Report, fiscal year ended June 30, 2009, Los .Angeles, C.A; City of .Anaheim. Depart¬ 
ment of Firvance, Comprehensive .Amual Financial Report, year ended June 30, 2009, .Anaheim, CA; 

City of San Jose, Finance Department, Compreltensiie Annual Financial Report, fiscal year ended June 
30, 2009, San Jose, CA; City of San Diego, Olfice of the Comptroller, Comprehensive Annual Financial 
Report, fiscal year ended June 30, 2009, San Diego, CA; ILS. Census Bureau, 2009 American Commu¬ 
nity Survey, December 14, 2010, 

NOTES: To make data comparable across cities, the table mcludes only revenues from governmental 
activities, including taxes, service charges, and grants. It does not include revenues from business-type 
activities, such as municipal utilities. 

‘The average is computed for all cities except San Diego. 

Echoing the views of the hotel owners, the San Diego Union- 
Tribune editorial board urged a no vote on the hotel tax: 
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Proponents say the tax increase, which appears as Proposition J, would help pay for 
police and fire equipment. In truth, any tax hike at this time would be immediately 
devoured by the voracious demands of the pension system, which already is 
crowding out spending on virtually any new initiative. . . . [I]t makes no sense 
whatsoever to raise taxes until the financial crisis spawned by uncontrolled pension 
costs is brought firmly under control. 93 


In response to a 2009 county grand-jury report urging the city to 
adopt trash-collection fees, the newspaper again tied its opposition 
to the pension crisis. The new revenue, its editorial board warned, 
“would be devoured in an instant by the voracious retirement system, 
whose outof-control costs to taxpayers are expected to jump by $100 
million in a single year. So, kiss your trash-collection windfall 
goodbye. City Council, because it just disappeared into the black 
hole of the pension fund. ”94 

In April 2009, a Democratic-controlled city council, elected with 
strong union support, stunned local observers by unanimously 
imposing new labor contracts on the city’s police officers and blue- 
collar workers. The contracts promised to save the city $30 million in 
the next fiscal year by cutting compensation and benefits, what city 
officials described as the labor group’s “fair share.” On top of the 
concessions already made for new hires, the cuts pushed the brunt 
of pain onto current and future city employees, leaving retirees—who 
benefited from the previous benefit enhancements—untouched. 95 

Having defeated the two hotel tax proposals, local taxpayers 
were not asked to pay their fair share. Efforts to raise taxes were 
dead on arrival, and a long-overdue study recommending adjusting 
user fees to match the actual cost of city services ran into opposition 
from antitax conservatives like newly elected City Councilman Carl 
DeMaio. In 2002, DeMaio, the founder of a for-profit market-oriented 
think tank, presented city officials with an award for running the most 
efficient city government in California. In 2008, he was elected to the 
city council on a platform of eliminating widespread government 
waste and corruption and ending excessive benefits. 


The San Diego Way 
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San Diego’s pension scandal grew out of a series of efforts 
designed to ease budgetary pain during difficult economic times. 
Faced with the prospect of asking voters to raise taxes or the option 
of raiding an overflowing pension system, politically savvy officials 
chose the latter. The underfunding scheme designed by City 
Manager Jack McGrory was not a secret plot hatched in smoke-filled 
rooms, nor was it particularly novel. Instead, it built on the city’s 
decades-old practice of diverting pension earnings to ease the strain 
on city finances. 

When a series of court cases and another recession exposed 
the flaws of MP-1, local officials opted to double down rather than to 
fold a poor hand. Unlike McGrory’s plan, MP-2 was indeed a 
conspiracy to pass on city debt to future taxpayers, a bargain struck 
among shortsighted city officials, self-interested unions, and 
conflicted pension board members. It was put into place with little 
public debate, including less than passing interest from the local 
business community or the leading newspaper. 

In the wake of the pension scandal, San Diego voters adopted a 
series of reforms to strengthen the city’s internal controls. Between 
2004 and 2010, voters considered ten separate amendments to the 
city charter—San Diego’s governing document—designed to 
eliminate the institutional deficiencies blamed for the city’s financial 
and political problems. All ten were adopted by the electorate, eight 
of them passing with more than 60 percent of the vote. The reforms, 
summarized in Table 3.5 . helped address crucial weaknesses in the 
structure of San Diego city government. Collectively, they will make it 
far more difficult for elected officials to repeat the mistakes of the 
1980s, 1990s, and early 2000s—shortsighted policy decisions that 
have helped bring the city to the brink of ruin. Unfortunately, the 
reforms have done little to create the political momentum necessary 
to address the city’s structural budget deficit and some, like the 
ambitious short repayment schedule for the un-funded pension 
liability, have contributed to the city’s growing difficulty in balancing 
its budget. 

Despite voter appetite for reform, none of the political actors 
involved in crafting the city’s disastrous pension deals that have 
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wrought such havoc on San Diego’s finances have been held to 
account. Mayor Murphy and the remaining members of the city 
council who had approved MP-2 won reelection in 2004. None of the 
appointed city officials facing criminal charges for their role in the 
underfunding stood trial.96 And employee groups have been allowed 
to keep the benefit enhancements they received in exchange for 
supporting the city’s schemes, with new hires paying the cost. 


TABLE 3.5 San Diego's era of reform, 2004-10 


Year 

Measure 

Description 

Vote share (%) 

Passed? 

2004 

D 

Provides a right to access 
information concerning the 
conduct of the people’s business 

82.6 

Y 

2004 

E 

Enables the Ethics Commission 
to retain its own legal counsel 
instead of being represented b)’ 

Cit)’ .Attorney 

77.1 

Y 

2004 

F 

Creates “strong-mayor" form of 
government for trial periods and 
a new Office of Independent 

Budget anal>'st to advise Cit)’ 
Council 

51.4 

Y 

2004 

G 

Enacts 15-year amortization 
schedule for unfunded pension 
liabilities and prohibits 
cit)' and retirement s)'stem 
from adopting agreements 
to delay full actuarial funding 

53.6 

Y 

2004 

H 

Changes comp>osirion of 
retirement board to create 
independent majorit)' with 
professional qualifications 

64.8 

Y 

2006 

B 

Requires TOter approval for any 
increase in retirement benefits 
for public employees 

69.9 

Y 

2006 

C 

Allows the cit)' to contract out 
services traditionally performed 
by cit)' emplo)'ees 

60.4 

Y 

2008 

A 

Exempts public safet)' sersices 
from managed competition 

67.9 

Y 

2008 

C 

Creates office of independent 

City .\uditor and makes 
Independent Budget Anal)’st 
permanent 

63.0 

Y 

2010 

D 

Makes “strong-mayor" form of 
government permanent, creates 
ninth Cit)' Council district, and 
increases veto-override threshold 
to two-thirds 

60.4 

Y 


SOURCE: Qty of San Diego, Othce of the City Clerk. 
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The two officials most responsible for bringing to light the scope 
of the city’s problems, City Attorney Mike Aguirre and pension board 
member Diann Shipione, did not survive the political fallout. Although 
Aguirre had urged the city to adopt a compromise strategy, his call 
for new taxes has all but been abandoned by San Diego’s opinion 
leaders, who continue to argue that the city can address its 
budgetary problems by squeezing employees, selling pension 
obligation bonds, and privatizing city services. Although initial public 
outrage over the pension crisis helped propel the progressive 
populism behind Aguirre’s electoral victory and the near election of 
Donna Frye, by 2010, it was conservative elites who had succeeded 
in channeling public discontent to attack public employees, block tax 
increases, and push for the outsourcing of city services. Ironically, 
although the early pension diversions had been designed to spare 
San Diego taxpayers from having to choose between fewer services 
and higher taxes, the ensuing pension scandal only further widened 
the city’s structural deficit and made finding a permanent way to 
close the growing gap between its revenues and expenditures more 
difficult. 
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Underfunded Public Services 

4 Paradise Impoverished 


The 18-month budget that the San Diego City Council is likely to enact today will hurt. 
It cuts deep into good programs that many people cherish. It hits basic, core services 
that people depend on, like police, fire and lifeguard protection. It will cost some 200 
city employees their jobs. And it puts off further efforts to eliminate the structural 
deficit in city finances for another year. 

— San Diego Union-Tribune editorial board, 2009 1 


During the 1980s and 1990s, San Diego leaders raided the city’s 
pension system and used its “surplus revenues” to fund services its 
residents wanted but preferred not to pay for. But by the mid-2000s 
the pension system had become a net drain on the city’s finances, 
making the task of balancing the budget ever harder. In addition to 
rising pension payments, the budget crunch was exacerbated by 
three factors. First, with San Diego’s credit rating suspended as a 
result of securities fraud allegations, public officials found their 
access to the bond markets effectively blocked. In the absence of 
bond financing, already-strained public infrastructure, such as 
decades-old sewers and potholed streets, continued to deteriorate. 

Second, reforms adopted in the wake of the pension scandal 
committed the city to a shorter schedule for paying off the pension 
liability, including sharp investment losses suffered during the 2008 
financial crisis. With revenue falling as a result of the recession, 
larger pension payments had to be offset by cuts to existing 
programs. Third, the city’s leading conservatives, who had long 
opposed efforts to raise taxes, were gifted a new rhetorical weapon 
to block future tax increases. New revenue would do little to improve 
the quality of city services but would instead be gobbled up by 
pensions for city workers. 

In short, the absence of civic leadership and political will that 
gave rise to the city’s ill-conceived efforts to underfund public 
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pensions grew worse, thereby intensifying the city’s political 
paralysis. Public service levels, already low compared with other 
major California cities, declined further during the period 2000-2010. 
In addition, the business community and public employee unions, 
two groups that anchored the political coalitions that developed the 
pension underfunding schemes, found themselves bitterly divided, a 
rift exacerbated by San Diego’s new strong-mayor form of 
government. Business leaders backed the new mayor. Republican 
Jerry Sanders, who was elected on a platform of fiscal austerity and 
ruled out new tax increases. Labor leaders found strong allies on the 
Democrat-dominated city council, which vocally opposed further 
service cuts. 

In this chapter, we chronicle how San Diego’s fiscal crisis—the 
roots of which preceded the pension fiasco but became even worse 
in its wake—has accelerated the decline of the city’s most basic 
public services. Contrary to claims made by conservative critics, we 
find little evidence that gross waste and budgetary excess were the 
primary causes of San Diego’s financial collapse. On the contrary, 
we show that, for decades, funding and service levels for most city 
services in San Diego have lagged behind other major California 
municipalities. Already underfunded before the pension scandal, San 
Diego’s public services continued to face further cuts as the fiscal 
crisis narrowed the options available to close the budget deficit. And 
with the city’s pension payments projected to increase, the gap 
between San Diego and other cities is likely to grow. 

In addition to benchmarking San Diego to other California big 
cities, this chapter examines in depth the fate of three core city 
functions—public libraries, fire safety, and sewer infrastructure. 
These three critical public services have historically fallen under the 
purview of city government in California, and extensive archival 
records and existing independent analyses are available. 
Throughout, we supplement the archival research with interviews 
from key policy makers and other informed observers. 


Bleak Fiscal Realities 
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The question is what do you short? You can short the pension, which I don’t think is 
going to happen. You could short maintenance. You could short street paving or street 
sweeping. That’s what the budgeting process is. None of it is going to be optimal. 

—City Council President Scott Peters, 20082 


During the late 1990s, healthy increases in city revenues helped 
disguise a fundamental imbalance in San Diego’s budget. The city’s 
population and its fiscal needs were simply growing faster than the 
money available to pay for them. Indeed, accounting for population 
growth and inflation, the city’s total budget in 2007 was no larger 
than it had been a decade earlier. Yet decisions made in the 1990s— 
including the construction of Petco Park and the expansion of the 
city’s convention center—pledged many of the new dollars flowing 
into city coffers to pay off old debt, which left basic public services, 
including the maintenance of aging infrastructure, underfunded. 

Despite claims that overspending lay at the roots of San Diego’s 
budgetary crisis, an argument championed by conservative city 
leaders like Councilman Carl DeMaio and the editorial board of San 
Diego’s leading newspaper, the city’s public finances over the past 
four decades have been marked by fiscal austerity, not profligacy. 
San Diego’s total public spending in the early 1970s, as seen in 
Fig ure 4.1 . was not much different from that of other major California 
cities.3 Over the following thirty-five years, however, growth in San 
Diego’s city budget sharply lagged behind its peers. By 2007, real 
per capita spending had grown more than threefold among the 
largest California cities. In San Diego, by contrast, per capita budget 
outlays had barely doubled. Since the start of the new millennium, as 
growth in municipal spending accelerated across the state, San 
Diego expenditures actually contracted in real terms. 
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FIGURE 4.1 Total cit)’ expenditures per capita, 1972-2007 

i OUR c E s: California State CoDtrollei, FinanojI Transactions Concarmt^ Oties of Califomut and 
Cities Amual Report (Sacramento: California State Controller, various years). 


TABLE 4.1 Per capita expenditures by function, fiscal year 2007- 08 


Function 

San Diego 

Aferage among 10 largest CA cities 

Police 

S292.23 

$371.27 

Fire 

S143.44 

$168.42 

Streets and roads 

S8S.89 

$149.78 

Planning 

iO.73 

$23.8$ 

Sewers 

S23S.92 

$99.02 

Parks 

S104.6S 

$96.12 

Libraries 

S38.73 

$38.66 


SOURCE: Californu State Controller. Cities Antuul Report, Fiacal Year 2007-08 (Sacramento: 
California State Controller April 20, 2010^. 


Table 4.1 . which compares total expenditures by category of 
public services, depicts the consequences of decades of 
underfunding. Across many categories of essential services, San 
Diego’s expenditures in 2008 stood markedly lower than spending in 
other major California cities. As we show here, the one anomaly— 
San Diego’s apparently generous investment in sewer infrastructure 
—is itself the product of decades of previous underinvestment and 
has come about because of court mandates. Together, these figures 
suggest that excessive public spending was not the primary cause of 
San Diego’s budgetary problems. More important, the numbers show 
how years of inadequate investment in basic city services left the city 
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particularly vulnerable in the wake of cuts made necessary by the 
global financial crisis and the city’s efforts to pay back ballooning 
retirement system obligations. 

Riding the Gravy Train? 


Have you heard about the fire captain in the city of San Diego who made $242,138 in 
one year? How about the city lifeguard who made $138,787? It’s all true—and if you 
thought the city of San Diego’s pensions were generous, wait until you see how much 
some city workers are being paid. ... In the end, city workers are not the problem. 
They did not create the current gravy train, but will continue to ride it unless taxpayers 
demand real reforms. Old guard city politicians and powerful union bosses continue to 
claim that the pension benefits and salaries are appropriate, if not low. Their only 
solution is place more burden on San Diego taxpayers by hiking taxes and increase 
fees. On the other side of the battle stand the reformers led by Mayor Sanders who 
see that the real problem at City Hall is mismanagement and broken systems. 

—Future City Councilman Carl DeMaio, 20064 


Public debates about San Diego’s finances almost always focus 
on the compensation of city public employees. This is largely driven 
by simple math—four out of five dollars in the city budget are spent 
on personnel, a greater share than in other California cities.5 This 
figure includes wages, health care, pension contributions, and other 
fringe benefits. Yet despite the attention attracted by the city’s 
pension system, San Diego has commissioned little analysis to 
examine the largest share of its total personnel costs—the salaries 
and wages paid to city employees.6 

Fig ure 4.2 . which traces trends in San Diego city employment 
and payroll between 1992 and 2007, the period most closely 
associated with the ascendancy of organized labor in city politics, 
provides little evidence to support claims made by critics like 
Councilman Carl DeMaio. Historically, the city has employed fewer 
workers at lower wages than other big California cities, and the gap 
appears to have persisted in recent years. Moreover, after 
accounting for growth in overall personal income in California, the 
city’s total payroll costs have only shrunk during the fifteen-year 
period. In 1992, San Diego’s total annual payroll stood at slightly less 


122 



than $61 nnillion in 2007 dollars for every one hundred thousand 
residents, or 30 percent less than the average among large 
California cities. By 2007, its payroll expenditures had fallen to less 
than $55 million for every one hundred thousand residents, 25 
percent below the big-city average.7 Across nearly all city 
departments, San Diego has consistently hired fewer employees and 
spent less on their wage compensation than other large California 
cities. 

The payroll statistics offer an important footnote to San Diego’s 
pension controversy. Although various pension enhancements 
granted to workers as part of the city’s two underfunding schemes 
allow employees to retire earlier and retain a larger share of their 
preretirement income, the salaries on which the pensions are based 
appear to be lower in San Diego than in other major California cities. 
Indeed, San Diego labor leaders have long argued that the city 
granted pension benefit increases in exchange for concessions 
made by city employees that lowered the city’s immediate wage 
costs, effectively deferring compensation—and thereby delaying the 
impact on the city budget—until years later, beyond the time 
horizons of the elected officials voting on the increases. Of course, 
labor leaders were willing partners in these bargains. With pension 
benefits protected by the state constitution, union heads had little 
reason to worry about the wisdom or financial impact of back loading 
the compensation of their members. 
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Panel A 

Total Employees 



Year 


Panel B 
Total Payroll 



FIGURE 4.2 San Diego city payroll trends, 1992-2007 

sources; U.S. Census Buiciu. Govtmment Empkfymtnt and Rryroll, various yesis; Californu 
Franchise Tax Board. Adfusttd Gross Income Tjbles. 


Paying the Piper 


As I write this Letter, I keep recalling the apocryphal question put to Abraham 
Lincoln’s widow, “So, other than that, how did you enjoy the play, Mrs. Lincoln?” Why? 
Because other than experiencing one of the worst investment years in history, 
SDCERS had a great FY 2009. 

—San Diego Interim Pension Administrator Mark A. Hovey, 20098 
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Although earlier decisions to underfund the pension have 
contributed to San Diego’s deteriorating financial solvency, sharp 
investment losses have made the challenge considerably more 
difficult. Plummeting San Diego City Employees’ Retirement System 
(SDCERS) investment performance in 2001 and 2002 raised the 
specter of a massive lump-sum payment to stabilize the pension 
system, as required by the original pension deal negotiated by City 
Manager Jack McGrory in 1996. A second agreement reached in 
2002 (City Manager’s Proposal 2) allowed the city to avoid the 
immediate pain, but it did little to erase the large, and growing, 
pension liability. 

Between 1998 and 2003, the city’s annual pension contribution 
nearly doubled from $36 million to more than $70 million.9 By 
contrast, city revenues grew by only 31 percent. During this period, 
the pension payment rose from about 5 percent of the city’s General 
Fund—which is used to pay for basic city services like police, fire 
protection, libraries, parks, and street repairs—to more than 8 
percent. By 2006, the pension payment had more than doubled yet 
again, to more than $180 million, with one out of every six dollars of 
the General Fund flowing into the city’s pension system. 

Aided by a temporary housing bubble and the bumper property 
tax increases it produced, new revenues helped relieve the growing 
budget crunch in the early years of Mayor Sanders’s administration. 
When the bubble popped in late 2008, San Diego found itself in its 
worst financial position in decades. In the twelve-month period 
ending in June 2009, investment losses wiped out $1 billion—or one- 
fifth—of the pension system’s assets. To offset these losses, the 
city’s required pension payment jumped to more than $230 million in 
2010, equal to nearly a fifth of the city’s entire regular budget. At the 
same time, slowing economic activity depressed city revenues, 
creating a perfect storm that pinched the city budget from both sides. 
The city’s pension payment continued to grow at precisely the 
moment the city could least afford it. 

As illustrated in Fig ure 4.3 . rising pension payments combined 
with shrinking revenues created a fiscal vise that has continued to 
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squeeze out basic services. In December 2009, the city council 
approved Mayor Jerry Sanders’s plan to close a $180 million budget 
deficit projected over the following eighteen months through layoffs, 
further reductions in library hours, and rolling brownouts that shut 
down fire engines in some of the city’s fire stations. 10 Yet within two 
months, unexpected increases in the city’s required pension 
contribution and decreases in revenue projections opened a new 
$60 million shortfall in the budget.lj. Elected on a platform of fixing 
the city’s financial mess in 2005 and having repeatedly forsworn tax 
increases, Sanders was still searching for a long-term solution to put 
San Diego’s financial house in order five years later. 



Year 

FIGURE 4.3 Pension payment as percentage of the general fund 

( OUR c E s: City of San Die^, Comprehensife Founcuil Report, varioua years; San Diego 

City Employees’ Retirement Syaem, Comprehensnv Anmui Fmamui Report, various years; City of 
San Diego, Office of the Mayor, “1^2012-2016 Five-Year Financial Outlook.* February 1,2011. 

NOTES: For years before 2009. the General Fund portion of the pension payment is estimated as 
80 percent of the total city contribution. These figures exclude the J90 million payment made from 
securitized tobacco settlement funds in 2006. 


“A Budget with Smiley Faces Stamped on It” 


Service levels must be maintained. I have heard from thousands of citizens with 
strong opinions on our budget priorities, and the consensus is that we cannot sustain 
further cuts in city services. 

—San Diego Mayor Jerry Sanders, 200912 
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As a mayoral candidate, Sanders vowed to take a tough line 
with employee groups and to use the threat of bankruptcy to extract 
concessions.13 In office, however, the mayor found the job far more 
difficult than anticipated. Sanders’s first budget included neither 
layoffs nor service cuts—two possibilities he said during the 
campaign that he would consider. Indeed, the budget represented an 
8 percent increase in spending. The head of the city’s pension 
reform committee described Sanders’s spending blueprint as “a 
budget with smiley faces stamped on it.”14 A long-term plan 
released by the mayor at the end of his first year in office identified a 
budget shortfall totaling nearly $400 million over five years. However, 
it included few ideas for how to close the deficit. 

In his second year, Sanders rolled out a bolder budget blueprint, 
envisioning the elimination of more than seven hundred city 
positions. However, because most of the targeted positions were 
vacant, and almost all other affected employees would be 
transferred to other open jobs, the plan avoided actual layoffs and 
thus a showdown with organized labor. 15 In addition, the mayor’s 
budget envisioned increased investment in San Diego’s festering but 
long-ignored needs. For example, the proposal called on the city to 
begin prefunding retiree health-care benefits and allocated funds to 
repair sewer and water pipes, begin work on overdue maintenance 
needs, and help the city comply with federal disability laws. For the 
most part, however, the plan identified little new revenue to pay for 
these initiatives, using onetime savings projected from refinancing 
the city’s debt and onetime revenues from the sale of city-owned 
properties. 

Testing the Strong Mayor 


The Annual Budget is a contract between the City Council and the Mayor. The Mayor 
proposes the budget, the City Council approves spending policies, and then the 
Mayor executes those policies in good faith. Budget and policy changes should 
always be brought forward to the City Council. Currently, actions and proposals are 
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often being communicated to the City Council at the last minute and without public 
discussion. Some are not being communicated at all. And, at times, public reports are 
not being made available, as was the case with the Mayor’s recent budget changes. 

—Office of the San Diego Independent Budget Analyst, 200616 


As the first chief executive elected under San Diego’s new 
strong-mayor form of government, Sanders appeared, on paper, to 
possess much broader budgetary powers than had been available to 
his predecessors. The new city charter empowered the mayor to 
propose the first draft of the budget, allowing him to set the agenda 
in budget negotiations. Although the city council could make 
changes to the proposal, the mayor’s new line-item veto authority 
empowered him to undo the changes and restore the funding levels 
in the mayoral plan, subject to a veto override. In practice, however, 
the strong-mayor form of government actually left the mayor with 
less control over the city’s fiscal blueprint—because the same five- 
member majority of the city council required to adopt the budget was 
also sufficient to override the mayor’s veto. Civic leaders who 
designed the strong-mayor proposal had originally supported a 
supermajority requirement for veto overrides but weakened the 
provision to gain city council support for the plan, which was 
necessary to place it on the ballot for voter approval. 17 

With little formal authority, Sanders moved to consolidate his 
control over the city bureaucracy by concentrating information in the 
mayor’s office. Under a new policy unveiled in late 2006, Sanders 
forbade city employees from speaking to the press, allowing 
department heads to conduct interviews only when a member of the 
mayor’s public relations staff was also present. Other directives 
required city officials to file reports detailing their conversations with 
the news media and city council members, and ordered all formal 
requests for public information to go through the office of the 
mayor. 18 At public meetings, city council members complained that 
key city reports would be turned over with too little time to read them 
before casting votes on important city policies. Some also 
complained of being “frozen out” after casting votes that conflicted 
with the mayor’s preferred policies. “I think the day after the mayor 
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came in, collaboration with the council went out the door,” recalled 
the city’s former Comptroller Greg Levin, a Sanders appointee. 19 

Although the conflict continued to grow as the Democrat- 
controlled city council confronted the Republican mayor over broad 
city policy, it came to a head over relatively minor budget changes. In 
October 2006, press reports revealed that Sanders’s park director 
had ended an advanced swimming program at the city’s pools. The 
program cost just $115,000 and affected a handful of constituents, 
but it had been expressly funded in a line-item included in the budget 
adopted by the council and signed by the mayor earlier in the year. 
Within days, council members learned that the mayor’s staff had 
dramatically scaled down another program included in the budget, 
allowing homeless residents to be hired to clean up litter and graffiti. 
In neither case was the council alerted of the changes or asked to 
approve amendments to the city budget.20 

Sanders argued that his authority as the chief executive gave 
him direct control over city departments, including the ability to use 
his discretion in implementing council policy. The cost of the 
swimming program had grown far more quickly than was estimated 
in the original budget, thus making it unsustainable, the mayor 
argued, and collective bargaining agreements gave city workers the 
right of first refusal to compete for all work, thus putting the homeless 
program contract in violation of the labor contract. City staff pointed 
out that similar minor changes had been made routinely under the 
previous city manager form of government, with little council 
participation or complaints. 21 

Indeed, there was little disagreement about the changes, which 
the council likely would have approved. The problem, argued the 
council’s budget analyst, was not the substance of the policy 
changes but the process through which they were made.22 For 
council members frustrated with the mayor’s centralization of 
information, the unauthorized budget changes were the last straw. 
When Sanders failed to attend a council hearing called to examine 
the situation, council members interpreted this as yet another in a 
long series of slights. “I don’t understand who the heck thinks they’re 
running this place here, but the last time I checked the legislative 
body has a role in this operation, and it’s darn time some people 
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started figuring this out,” an angry councilman, Jim Madaffer, 
complained at the hearing.23 Leaving little room for compromise. 
Sand ers continued to maintain that the mayor’s executive authority 
gave him unilateral control over city departments, including the 
power to order midyear budget cuts. When the council moved to 
reverse the cuts, Sanders called the vote illegal and promised a 
veto. 

The conflict between the branches escalated when the city 
council adopted a new policy requiring the mayor to receive council 
permission for any midyear cuts that reduced service levels in the 
city. Sanders, who considered the policy an unlawful limit on his 
mayoral powers and a violation of the city charter, promised to take 
the measure to the voters. In particular, the mayor worried that the 
new policy would sabotage his efforts to find budget savings by 
overhauling city departments and outsourcing city jobs, a key 
promise he made to voters when he ran for mayor. “I will ask the 
voters a relatively straightforward question: Which do you prefer, a 
mayor intent on implementing reforms and maximizing tax dollars, or 
a city government that fights reforms and is controlled by special 
interests?” Sanders said after the adoption of the new council 
policy.24 Neither side appeared to leave much room for a 
compromise to avoid a costly election fight. 

Behind the scenes, however, Sanders began working on a deal 
with Council President Scott Peters, a moderate Democrat with 
mayoral ambitions and an opponent of the new budget policy 
adopted by the council, to end the standoff. The eventual agreement 
brokered by Peters struck a middle ground between the mayor and 
council positions, thus allowing each side to claim victory. The 
agreement required council approval for any midyear cuts that 
reduced individual department budgets by more than 10 percent, or 
if total cuts amounted to at least 3 percent of the overall city budget. 
Although the mayor could make smaller cuts unilaterally, these 
would have to be publicized and reported to the council. 25 

Manufacturing Dissent 
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The relationship between the mayor and council is different from what it used to be. 
As mayor, you used to need to keep a meaningful relationship with all members of the 
council. It forced cooperation. The new structure gives incentives for the mayor to 
fight with the council. The mayor can close a public pool in a member’s district if he or 
she does not cooperate. 

—Jerry Butkiewicz, former secretary-treasurer, San Diego and Imperial Counties 
Labor Council, 200826 


In 1988, San Diego voters changed the city’s electoral system 
from at-large to district elections. Before 1988, members of the 
council were nominated in districts but elected by voters citywide. 
The old system ensured that Republicans, an absolute majority of 
voters citywide, would retain control of the council, even as the city’s 
minority population grew rapidly. In 1988, a federal court ruled that a 
system of at-large elections in Watsonville, California, illegally 
discriminated against Latinos. The implications of the decision for 
San Diego were clear. The Chicano Federation in San Diego had 
already sued the city to overturn at-large general elections. In 
November 1988, voters rendered the lawsuit moot. 

Former City Manager Jack McGrory credits the change to 
district elections with eliminating a citywide focus among elected 
officials. Members of the council, McGrory and others argue, 
became more interested in policies and projects focusing on their 
respective districts.27 Term limits, imposed by voters on local 
elected officials in 1990, have enhanced the parochial bent of the 
council. Members are not around long enough to master the 
nuances of the budget process or any complex policy.28 

More dramatically, district elections are associated with the rise 
of organized labor in San Diego politics. By limiting electoral contests 
to small geographic subsets of the city, district elections help groups 
that can deliver boots on the ground. Organized labor helped get out 
the vote to pass ballot initiatives to expand the convention center 
and build a downtown ballpark for the San Diego Padres. Having 
mastered grassroots electioneering, union leaders set their sights on 
the city council and labor-friendly policy objectives. The ballpark 
project, discussed in Chapter 6 . was the first public-private 
partnership to require a significant number of union jobs. Other 
private-sector construction projects requiring city approval were 
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suddenly asked to make pro-worker concessions. New pension 
benefits were granted to city workers, even as the city’s fiscal 
position deteriorated. And with the election of Donna Frye in 2002, 
labor achieved a council majority controlled by Democrats. 

Less appreciated is the effect that district elections have had in 
institutionalizing conflict within the City of San Diego. Prominent 
conflicts include those between Democrats and Republicans, the 
poor and working class against the wealthy, and between older and 
newer areas of the city. Such conflicts intensified with the adoption of 
Proposition F, the strong-mayor initiative, in November 2004. The 
reform awarded the mayor control over city personnel and the day- 
to-day management of the city, as well as responsibility for proposing 
the budget. 

Conflict between the mayor and city council is rooted in what 
political scientist Bruce Cain has dubbed the “two constituencies” 
problem.29 Under the city charter, the eight districts of the city 
council are apportioned according to population. Thus, each member 
of the city council represents a subset of the city’s residents (i.e., 
those who live in the district). Table 4.2 describes the characteristics 
of these eight subpopulations in both 1990 and 2000. Fig ure 4.4 is a 
council district map adopted with the 2000 redistricting plan. The 
2000 map was adopted by a local citizens’ redistricting commission. 
This body of appointed citizens was created in 1992 to remove 
authority for drawing districts from members of the city council, 
several of whom were accused of politicizing the process that 
resulted in the 1990 plan. 

The 2000 redistricting made only minor changes to the districts 
adopted in 1990. Thus, the eight district constituencies that form the 
basis of council representation have remained more or less the 
same for two decades. As Table 4.2 shows, the demographics of 
these districts vary widely. In 1990, five of eight districts had 
overwhelming white majorities. Another had a narrow white majority; 
one a plurality of black and Latino residents; and one. District 8, an 
overwhelming Latino majority. In 2000, whites maintained a majority 
in five of these six districts, although Latinos had increased their 
presence in Districts 3 and 4. Interdistrict differences in income have 
widened over time. They range from District 1, which includes La 
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Jolla and boasts a median income of $71,000, to Districts 3 and 8, 
where median income was slightly more than $31,000 in 2000. 

These differences are at the heart of many contentious policy 
debates. Although members of the city council represent subsets of 
local residents, the mayor represents voters. In 2000, whites 
comprised 49 percent of all residents. Only 15 percent of San 
Diegans fell below the poverty line. These figures understate the 
importance of affluent white voters in citywide elections. Because of 
differences in registration and turnout, whites constitute a much 
larger share of San Diego’s voting population. Tables 4.3A and 4.3B 
show the votes by council district of successive mayoral elections 
from 2000 to 2005. The 2000 election pitted two Republicans, Dick 
Murphy and Ron Roberts, against each other. Murphy won a narrow 
victory, including a majority in five of eight districts. 
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so vices: Prcsidoiciil Vocc. Sin D icgo Councy, OfiiccofthcRcgiarii. 1992 ind 2000. Rogisirition. City of Sin Dici^, Oliccof thcCiy acfk. Curicnc 
Registration Report. Populition. honing and economic ngurei San Diego Association of Governments. Onsiu ProOles. 1990 and2000. 

'Peiccntigca irflcct the Deinocrit ic iiarc of the presidential vocc for the 1992 and 2000 general dcaiona. 




FIGURE 4.4 Map of San Diego cif)’council districts, 2000 
source: City or’ Sao Diego 2000 RoJistriccing Commission. 

The 2004 mayoral election began as a rematch between 
Murphy and Roberts. The late entry of write-in candidate Donna 
Frye, however, dramatically altered the pattern of voting. As we 
describe in Chapter 3 . Murphy won a controversial victory after 
several thousand ballots with Frye’s name on them were thrown out. 
But even with three candidates in the race, the disparities among the 
eight districts in their support for the leading candidates were greater 
than in 2000 (twenty-five versus seventeen points). The 2004 
election was among the most divided in the city’s history, a pattern 
that would continue in 2005. 
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The importance of affluent white voters to crafting a citywide 
coalition can be seen by examining the registration and turnout 
figures in Tables 4.3A and 4.3B . In 2004, for example, Districts 1, 2, 
and 5 had by far the most registered voters. These districts, which 
include San Diego’s entire coastline between downtown and the 
northern boundary, contain the city’s most affluent neighborhoods. 
District 5, currently represented by Carl DeMaio, is a rapidly growing 
district with much of the region’s new suburban development. In 
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2004, Districts 1 and 2 had twice the nunnber of voters as District 8, 
San Diego’s poorest district and the only one with a Latino majority. 
Districts 3 and 4, which contain the oldest neighborhoods in the city 
and have the most minority residents, were second and third to last 
in terms of registered voters. 

These differences in registration are magnified by differences in 
turnout. In addition to having more voters. Districts 1, 2, and 5 have 
more reliable voters. That is, registered voters in these districts are 
more likely to show up on Election Day. In the 2004 election, 74 
percent of District 1 and District 5 voters and 66 percent of District 2 
voters turned out to vote. Turnout in Districts 3, 4, and 8 was 65 
percent, 59 percent, and 58 percent, respectively. In low-turnout 
elections, like the 2005 special mayoral election, the differences are 
further magnified.^ The turnout gap between Districts 5 and 8, for 
example, was nearly 20 percent. In this election, Frye won a plurality 
in all eight council districts in the July 2005 primary. But low turnout 
in San Diego’s most Democratic districts kept her from reaching the 
50 percent threshold. In the November runoff, large victories in vote- 
rich Districts 1 and 5 propelled Sanders into office. 

The voting patterns in the past few elections point to the 
dominant strategy for winning citywide races. The key is to rack up 
victories in the vote-rich affluent areas of Districts 1, 2, and 5. The 
interests of San Diego’s racial minorities and the concerns of its 
older, deteriorating neighborhoods can be safely ignored because 
voters in these areas make up too small a share of the citywide 
electorate. This, combined with the weak state of the local 
Democratic Party, explains why in a city that gave a majority of its 
votes to Al Gore in 2000 and an overwhelming victory to Barack 
Obama in 2008, the Democratic Party failed to field a viable 
candidate in the 2000 and 2008 citywide mayoral contests. 

The political calculus for winning elections to and control of the 
city council is quite different. Here, the voices of District 8’s fifty-two 
thousand voters count just as much as those of District 5’s ninety- 
one thousand voters. Thus, in 2004, Republicans won 65 percent of 
the citywide vote, but Republicans and Democrats split the four 
council seats. In 2008, Mayor Jerry Sanders won reelection with 54 
percent of the vote. That same year. Democrats won three of the 
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four council races, with only DeMaio winning for Republicans in 
District 5. Democrats have scored important victories in council 
races by promising voters better public services and by using the 
superior get-out-the-vote infrastructure of local labor organizations. 
By contrast, Republicans have dominated citywide races by 
promising affluent voters that they would close the budget deficit 
primarily through cuts, thus putting the two branches on a collision 
course. 


Slow Decline: San Diego’s Public Libraries 


The financial support for libraries can best be described as one of “chronic 
underfunding.” 

— Zero-based management review of San Diego Public Library, 799831 


With the city council opposed to most significant budget cuts— 
especially reduction in district-based neighborhood services— 
Sanders pursued a strategy of finding new savings through 
workforce attrition. As city workers retired or moved on, their 
positions would remain unfilled. For many already-underfunded city 
functions, like San Diego’s public library system, the cuts 
accelerated the steady erosion of service levels. Already under 
financial strain during the boom years of the late 1990s, the library 
system’s budget continued to shrink as San Diego tackled growing 
budget deficits, even as the overall size of the library system 
continued to grow. 

Just as the adoption of district elections fundamentally 
transformed the nature of budgetary politics in San Diego in the early 
1990s, the electoral reforms also shifted the locus of policy making 
on the city council. With their electoral fortunes now tied to the 
satisfaction of small segments of the city, elected officials redoubled 
their efforts to improve the quality of district services. Between 1980 
and 2000, the city committed hundreds of millions of dollars to 
capital improvements for San Diego’s public library system primarily 
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by expanding its network of branch libraries. During this period, the 
city opened four new library locations, bringing the total number of 
branches to thirty-three. In addition, the city rebuilt sixteen other 
facilities, tripling the size of each. 32 

Yet during much of the 1990s, budget outlays for library system 
operations actually declined, when accounting for population growth 
and inflation. Although each library branch remained open for 
roughly fifty hours each week even as new locations came online, 
staffing did not keep pace. With fewer than nine librarians for every 
hundred thousand residents, San Diego lagged well behind other 
major California cities. In addition, to cover the increased cost of 
operating new branches, the city continued to shift resources away 
from the library system’s downtown central branch. Between 1977 
and 1997, staffing at the central library declined by 20 percent even 
as the city’s population grew by nearly 40 Dercent.33 

In 1998, the city commissioned private consultants and local 
volunteers to review the operations of the library system. The 
consultants warned that years of “chronic underfunding” had begun 
to take its toll. Simply to provide basic services, the library budget 
would need to be increased immediately by 25 percent, their report 
concluded. They also warned that the problem would continue to 
grow worse, as the opening of new branches would force the 
already-underfunded library budget to be divided into ever smaller 
slices. 34 

The report served as a wake-up call for San Diego library 
enthusiasts, represented by a group known as the Friends of the 
San Diego Public Library, which mobilized to qualify an initiative to 
amend the city charter and guarantee higher funding for the library 
system. When the group failed to collect the necessary signatures, it 
appealed directly to the city council, asking it to place a charter 
amendment on the November 2000 ballot. Although the council 
refused, elected officials did adopt an ordinance setting new 
requirements for library operations. The policy included minimum 
staffing and operating standards at city libraries, requiring branches 
to remain open for at least forty-eight hours each week. However, 
the ordinance did not address the critical question of funding, thus 
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leaving the annual library allocation to the discretion of the city 
council.35 

Robbing Peter’s Branch to Pay for Paul’s 


The overall library’s operating expenditures are not able to satisfy its most pressing 
needs. This shortfall will get worse, as more branch libraries are constructed for an 
increasingly diverse population. 

— Zero-based management review of San Diego Public Library, 199836 


In 2000, the council made good on its commitment, adopting a 
second ordinance requiring allocations for the library system to rise 
until they totaled 6 percent of the city’s day-to-day budget. In 
practice, however, the new ordinance did little to alleviate the 
problem of chronic underfunding. First, a library blueprint brokered 
by Mayor Dick Murphy and Councilman Jim Madaffer two years later 
committed most of the new funds to pay for continued expansion of 
the library system rather than enhancing service levels at existing 
branches. Under the Murphy-Madaffer plan, discussed at greater 
length in Chapter 5 . increased library allocations would be diverted 
to a separate fund that would be used to pay for building and 
operating a new central library and additional branch locations. Over 
the following decade, the plan committed the city to building twelve 
new branch libraries and upgrading nine others. With most new 
revenues earmarked for future libraries, increasing the city’s library 
allocation did little to close the funding gap for existing branches. 37 
However, even the Murphy-Madaffer plan would prove 
optimistic, because the city council never actually appropriated the 
funds to meet its funding commitment under the 2000 ordinance. 
Instead of rising, as the council expected in 2000, the portion of the 
city budget dedicated to the library system actually declined during 
the mid- and late 2000s. By 2009, only $1 million had been 
deposited in the dedicated fund for new branches; under Sanders’s 
2009 midyear budget cut proposal, the $1 million was diverted back 
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to the city’s day-to-day budget, and the expansion fund was 
eliminated.^ 

Although the city did little to increase library funding to close the 
shortfalls identified in 1998, much less to pay the cost of operating 
the newly opened branch libraries, actual expansion of the library 
system continued apace. In 2005, the number of library branches 
grew to thirty-five, with additional branches under construction, even 
as funding continued to shrink. Rather than providing additional 
money to fully fund the expansion, Sanders continued to cut library 
hours at existing branches to close the growing city budget deficit. 
By 2008, the city employed fewer librarians than it had in 2000— 
when the library system had two fewer library branches—and the 
total number of library employees had fallen 20 percent below its 
2003 peak. As Fig ure 4.5 shows, across the city, hours at existing 
branches also declined 20 percent, with the average library open for 
only forty hours each week by 2008. 



Year 


FIGURE 4-5 Weekly hours per librar)' branch locarion 
sources: Institute ot Museum and Library Services and tbc National Center for Education Statis¬ 
tics, Atmuol Publk Ubrjry Sunvy, various years. 

Despite documenting a history of chronic underfunding, the 
1998 consultants’ report noted that San Diego still maintained longer 
library hours than other major cities. A decade later, this was no 
longer true. Rather than reversing course, efforts to close the city’s 
chronic budget deficit have only accelerated the deterioration of the 
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city’s public library system. To pay the cost of operating new 
branches built under the Murphy-Madaffer plan, even as it cut the 
overall size of the library budget, the city continued to divert 
resources from existing branches. To fill the gap, the city encouraged 
private fund-raising to support local branches. In some parts of the 
city, like the wealthy area of La Jolla, private donors stepped up to 
provide significant resources, allowing the La Jolla library to remain 
open on Sundays. In poorer areas, however, philanthropy did not 
succeed in protecting local branches from further cuts. Between 
1998 and 2008, the city’s practice of systematically underfunding the 
library system only accelerated, contributing to a growing divide in 
public services between San Diego’s haves and have-nots. 


Stasis in the Wake of the Most Destructive Fire in California 
History 


The Cedar Fire validated that the [San Diego Fire-Rescue Department] is 
underfunded, under-staffed and inadequately trained to respond effectively to 
complex incidents for extended operational periods. SDFD senior management has 
historically documented that continued budget reductions, deferred apparatus 
purchases and maintenance, and lack of staffing to keep up with community growth 
would have serious implications for its ability to respond to emergencies. 

—Cedar Fire 2003 after Action Report, 200439 


In late October 2003, raging wildfires fueled by Southern 
California’s powerful Santa Ana winds crossed into San Diego 
across the city’s eastern border. During the next week, the fires 
burned twenty-eight thousand acres within the city limits and 
destroyed more than three hundred homes in the worst firestorm (up 
to that point) in state history. As they set out to battle the flames, San 
Diego’s firefighters quickly confronted a logistical nightmare. Just 
four days before the start of the fires, the lease on the city’s—and 
the region’s—only fire helicopter lapsed, leaving the department with 
no aerial support. As off-duty firefighters returned to their posts, the 
department quickly ran out of spare fire engines, forcing many 
firefighters to travel to the front lines in buses. Of the available 
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reserve apparatuses, many had been stripped of key equipment to 
outfit the city’s regular fleet of vehicles; one of the reserve engines 
had recently been sold to a city in Mexico. Within days of the start of 
the fires, the department also ran out of batteries to power its 
wireless communications equipment—consisting of three 
incompatible radio systems, each requiring different chargers that 
many fire rigs simply lacked—leaving some firefighters unable to 
communicate with their superiors and with one another.40 

Although a disaster of the magnitude of the 2003 Cedar Fire 
would likely have overwhelmed any fire department, there is little 
doubt that San Diego’s history of systemic underfunding left the city 
woefully ill prepared. Just three months before the conflagration, the 
city’s fire chief, Jeff Bowman, and the president of its firefighters’ 
union, Ron Saathoff, met with Mayor Murphy and made a private 
appeal to increase funding for the department. Years of inadequate 
budgets had left the department significantly understaffed, and more 
recent budget cuts had largely brought to an end its program for 
replacing aging equipment. Indeed, when the fires broke out, nearly 
half of San Diego’s 250 emergency fire-fighting vehicles had 
exceeded their useful life; one rig was more than forty years old. 
Bowman warned that, without additional funds, the department 
would run out of money for basic supplies less than halfway through 
the fiscal year. Murphy listened patiently but made no commitment to 
find additional resources.41 

Uncharred Territory 


The City has been unable to keep pace with the growth of San Diego in terms of 
infrastructure, capital improvements projects, staffing and other critical resources on a 
citywide basis. The continued erosion of critical needs has resulted in a reduction of 
service levels that has also affected the Fire-Rescue Department. 

—Commission on Fire Accreditation International, 2005A2 


Aging, inadequate fire-fighting equipment, the primary problem 
identified in various post-wildfire reports and analyses, represented 
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just one of several serious deficiencies in San Diego’s public safety 
system. In addition, the city has faced a significant shortage of basic 
public safety infrastructure, including fire and police stations in its 
fastest-growing neighborhoods, and a severe lack of firefighters and 
police officers needed to staff them. 

In the wake of California’s Proposition 13, San Diego ended its 
policy of using regular city dollars to construct new public safety 
facilities. Instead, in the early 1980s, the city council turned to 
developer fees and special assessments to pay for the construction 
of basic infrastructure needed to support continued population 
growth. However, funds raised through these methods proved 
insufficient to fund both land acquisition and construction costs for 
new fire stations. In addition, in some cases, the city agreed to 
exempt developers from the fees if planned housing included fire 
sprinklers—even though medical emergencies, rather than fires, 
represented the vast majority of the dispatches involving San Diego 
firefighters. Older parts of the city, which continued to see significant 
in-fill development but were not included in the development impact 
fee and special assessment financing programs, received no new 
money to pay for continued infrastructure development and 
expansion. 43 

During the 1980s and 1990s, brisk population growth and the 
city’s 1970s growth blueprint pushed new residents toward the outer 
perimeters of the city—areas closest to undeveloped brushlands 
and, thus, facing the highest fire dangers. Unfortunately, construction 
of new public safety infrastructure did not keep pace. Many of the fire 
stations planned for the 1980s were not completed until two decades 
later. In some cases, the planned stations were simply never built, 
putting additional strain on San Diego’s limited existing fire-fighting 
capacity. Indeed, an external audit commissioned in 2005 found that 
the coverage areas for nearly one-third of the city’s fire stations 
exceeded nine square miles, a critical threshold needed to ensure 
timely response. Although national standards called on the 
department to respond to calls within five minutes 90 percent of the 
time, the audit found that San Diego’s firefighters were responding in 
fewer than six minutes less than 70 percent of the time. Fire stations 
in San Diego’s newest areas in the northern and eastern parts of the 
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city—those facing the nnost serious fire risks—were farther apart, 
covered more territory, and responded more slowly than did older 
stations.44 

Although developer fees provided at least partial funding for the 
construction of new facilities, the city’s day-to-day budget remained 
responsible for funding their annual operating costs. And elected 
officials showed little interest in providing the necessary funds to hire 
new firefighters. Between 1990 and 2006, San Diego’s population 
grew by two hundred thousand people and the city added sixty 
thousand homes. Yet the department’s ranks of firefighters increased 
by just eighty-four. In comparison with other major cities in the 
country, outside auditors ranked San Diego dead last in its ratio of 
firefighters to citizens in 2005. Even among other cash-strapped 
California cities, San Diego has consistently maintained a smaller 
fire-fighting force than similar jurisdictions.^ 

To provide essential public safety services to a growing city 
without a sufficient number of firefighters, city officials pursued two 
related strategies. First, in the late 1990s, the city began a practice 
known alternatively as adaptive staffing or cross-staffing—which can 
best be described simply as understaffing. For stations equipped 
with both a fire engine (holding water and hoses) and a fire truck 
(carrying tall ladders), the department no longer assigned eight 
firefighters who could operate both apparatuses simultaneously. 
Instead, cross-staffed stations, since the late 1990s, have been 
manned by just four firefighters, who need to alternate between the 
engine and the truck depending on the nature of the emergency call 
to which they are dispatched. Second, the city greatly expanded its 
use of overtime—sometimes mandatory—to backfill vacant 
positions. Because only employees’ base salaries are used to 
calculate pension benefits, extending working hours for existing 
firefighters has provided the city with significant cost savings 
compared to filling empty positions with new hires. 46 

One Step Forward, Two Steps Back 
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When you have one of the biggest disasters in state history, and it doesn’t change the 
mindset of this community, nothing will. . . . Even if I stayed, nothing would change. I 
don’t think the money will show up for years. 

—Fire Chief Jeff Bowman, 200647 


In the immediate wake of the 2003 wildfire, the prospect of 
another major disaster appeared to focus the minds of the city’s 
officials. Within months, the city council commissioned an analysis of 
the unfunded needs of San Diego’s public safety departments, which 
concluded that the fire and police departments would require more 
than $300 million in additional appropriations over the following five 
years. Without additional revenues, staff emphasized, the city would 
make little progress in closing the gap.48 

However, the call for higher taxes would bring to an end the 
short-lived consensus about the need to improve fire-preparedness 
and public safety. With the business community and elected officials 
divided, San Diego voters rejected two proposals to increase the 
city’s hotel taxes in 2004 to increase funding to the police and fire 
departments. Mayor Murphy opposed both proposals. In addition, 
raises for firefighters largely consumed the few additional dollars that 
found their way into the fire department budget, although the city 
made halting progress to replace its aging apparatuses and 
equipment.^ 

Bowman’s call to build twenty-two new fire stations to reduce 
response time and his proposal to increase the number of firefighters 
by 50 percent was largely ignored. City Council President Scott 
Peters, who accused the fire chief of “staffing for Easter,” called the 
plans financially infeasible and politically impractical. Even the 
conclusion by outside auditors that the fire department lacked 
sufficient staffing and infrastructure to receive national accreditation 
did little to prompt further city action. As a frustrated Bowman 
announced his retirement in 2006, the San Diego Union-Tribune 
editorial board noted that “San Diego plainly did not, does not and 
will not soon have the money to fund the fire department Bowman 
envisioned. ”50 

Although a fire-station master plan completed by his handpicked 
successor, Tracy Jarman, in 2009 largely echoed Bowman’s call to 
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build and operate nearly two dozen new fire stations, at a price tag of 
$200 million and an increase in annual operating costs of $75 
million, the city’s deteriorating budget and its growing pension 
payment have made the plan a long-term aspiration rather than a 
short-term goal. Indeed, rather than expanding, the size of San 
Diego’s fire department has continued to shrink since Bowman’s 
retirement. Grappling with a large midyear budget deficit in late 
2009, the city council adopted Mayor Jerry Sanders’s plan to “brown 
out” fire stations by temporarily reducing staff at stations across the 
city on a rolling basis to save $11.5 million. 51 

In the summer of 2010, the preventable death of a two-year-old 
boy made the dangers of the brownouts all the more apparent. With 
the closest fire engine off duty under the brownout policy, it took 
emergency personnel more than nine minutes to reach the boy’s 
Mira Mesa home after his parents called paramedics when he began 
choking on a gum ball. Arriving more than four minutes after the 
city’s five-minute response-time goal, the paramedics were too late 
to save the little boy’s life. Although initial news of the death provided 
new political impetus to end the brown-outs, the city council found no 
money to bring the off-duty fire engines back online. Indeed, the 
mayor warned that continued budget deficits would likely force the 
city to begin layoffs at the city’s fire department—which, by 2010, 
already had fewer firefighters than in the months before the 2003 
wildfires. 52 


Sui Generis on Sewers 


The city has proved that the minimum that they must do is the maximum that they’ve 
ever done. That’s the sad fact. 

— U.S. District Judge Rudi M. Brewster, 199153 


Until the 1940s, San Diego disposed of raw sewage by dumping 
it untreated into San Diego Bay and the Pacific Ocean. In 1943, the 
city constructed a treatment plant in Barrio Logan south of downtown 
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after the navy connplained that the bay’s contaminated waters were 
corroding vessels and making sailors sick. The city’s growing 
population, however, quickly overwhelmed the facility. In 1963, the 
city opened a new waste-water facility on the cliffs of Point Loma. 
Using several massive tanks and a grit screen, the Point Loma 
Wastewater Treatment Plant was designed to remove 60 percent of 
dissolved particles found in sewage before discharging the effluent 
two and a half miles offs ho re. 54 

The Point Loma facility became the backbone of the region’s 
waste-water system. With the ability to handle 240 million gallons of 
wastewater per day, the facility made capacity a nonissue. 
Unfortunately, the technology used to treat San Diego’s raw sewage 
quickly became outmoded. In 1972, Congress passed the Clean 
Water Act to clean up the nation’s polluted waterways. The act 
required cities to implement a “secondary sewage treatment” 
process that used microorganisms to remove 85 percent of the 
dangerous particles contained in raw sewage. It also limited how 
much of those substances can be discharged from wastewater 
facilities. 55 

Point Loma, designed for primary treatment, did not meet the 
new requirements. It also did not meet the less stringent standards 
of the California Ocean Plan, adopted in 1972 and amended several 
times since. Improvements at the facility ultimately increased the 
removal rate of dissolved particles to 75 percent. This satisfied state 
requirements, but discharges were still much greater than federal 
limits. In response, San Diego joined with other cities in seeking 
modification of the Clean Water Act to exempt ocean dischargers. In 
1977, Congress added a section to the Clean Water Act that allowed 
the Environmental Protection Agency (EPA) to grant five-year 
waivers. 

The EPA tentatively approved a waiver for San Diego in 1981. In 
1986, the EPA denied a revised version of the city’s application, 
citing potential noncompliance with new California regulations and 
evidence of changes to the ocean floor around the area of the Point 
Loma discharge. In February of that year, the city council voted to 
shelve its waiver application and to begin implementing secondary 
treatment. These decisions, however, came late in the game. The 
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deadline for compliance was July 1, 1988. With no waiver and no 
plan for secondary treatment, the city was out of compliance with 
federal law. 

The EPA sued the city, joined later by the Sierra Club. In 1989, 
the city hired consultants to develop a plan to upgrade Point Loma 
and build new treatment plants. The plan’s $2.5 billion price tag, 
however, attracted political opposition. Federal grants were available 
to offset some costs, but the bulk would fall on local ratepayers. 
Leading the charge against secondary treatment were Bruce 
Henderson and Bob Filner, two city councilmen from opposite sides 
of the political spectrum. They argued that upgrading Point Loma 
would result in rate hikes for repairs that would have little impact on 
marine life. The council rejected these pleas, voting six to three to 
spend the $2.5 billion. 56 

Having opted for secondary treatment, the city began settlement 
negotiations with the EPA. The city and the EPA ultimately agreed on 
an accord that required the city to begin a massive program to 
upgrade its wastewater facilities, including construction of six new 
tertiary treatment plants, distribution of reclaimed water from these 
plants, upgrades at Point Loma, and a new international secondary 
treatment plant at the Mexican border. The city agreed to comply 
with all federal regulations by 2003. 

As the federal district court Judge Rudi M. Brewster prepared to 
begin hearings on the accord, Henderson and Filner were pushing 
the city council to revisit its 1989 decision. In August 1990, 
Henderson filed a motion seeking to overturn the agreement 
between the city and the EPA. By September, Henderson had 
prevailed with the city council. The city attorney began preparing a 
legal defense designed to convince Judge Brewster that the Clean 
Water Act was needlessly restrictive for San Diego. In October, the 
city council voted to revive its waiver application. The ability to claim 
credit for protecting ratepayers from federal interference, even if 
success was unlikely, was irresistible. 57 

Secondary treatment at Point Loma was not the only issue 
facing San Diego’s wastewater system. In 1990, the EPA released its 
list of polluted waterways. The list included Mission Bay, San Diego 
Bay, and twelve miles of ocean along the city’s shoreline. Some 
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listings stemmed from raw sewage released from Tijuana. Also at 
fault were the city’s dilapidated sewer lines; lackluster maintenance 
was responsible for numerous spills. In February 1992, the city’s 
chronic neglect was revisited on local residents as another broken 
pipe caused a massive sewage spill at Point Loma. Several hundred 
million gallons of raw sewage floated to the surface less than a mile 
offshore, forcing Governor Pete Wilson to declare a state of 
emergency in America’s Finest Citv.58 

In March 1991, Judge Brewster began handing down decisions 
that would shape San Diego’s wastewater system for decades to 
come. His first act was to fine the city $3 million for more than twenty 
thousand violations of the Clean Water Act, including its “outrageous 
record” of sewage spills. In June, Brewster opted to defer 
acceptance of a settlement between the city and the EPA until 
January 1993, citing the accord’s weak water reclamation 
requirements. In a victory for Henderson, the judge ordered the city 
to conduct a pilot test of an alternative chemical treatment process at 
Point Loma. The city was also directed to extend the facility’s 2.2- 
mile outfall pipe to a distance of 4.5 miles. 59 

Judge Brewster’s qualms about the political will of San Diego 
officials proved prophetic. By May 1992, members of the city council 
were openly balking at the price tag for six new water reclamation 
facilities the city had agreed to build. The facilities had not been at 
issue in Henderson’s original motion, but the estimated doubling of 
the city’s $19.24 monthly sewer rate for single-family homes 
suddenly was. Quietly, city staff was instructed to cut the costs of the 
project, including postponing water reclamation, eliminating three of 
the six plants, and forgoing the Point Loma overhaul. The council 
approved a scaled-down version of its original accord in 1992.60 
In 1994, the city’s hopes to avoid a multibillion-dollar Point Loma 
upgrade received a boost when Judge Brewster refused to order the 
city to upgrade to secondary treatment. He instead gave local 
officials until 1995 to convince Congress to grant San Diego an 
exemption. The EPA Administrator Carol Browner agreed to work 
with local officials to resolve the city’s now decades-long dilemma. 
With the EPA on board. Congress passed the Ocean Pollution 
Reduction Act (OPRA) allowing San Diego to file for a waiver from 
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the Clean Water Act’s regulations. In exchange, local officials agreed 
to build water reclamation plants to handle at least 45 million gallons 
per day by 2010 and to reduce the volume of solids discharged into 
the ocean over the waiver’s five-year life.61 

In April 1995, the city submitted its waiver application.^ In 
June, the EPA tentatively granted San Diego’s request, calling the 
treatment process used at Point Loma adequate. In September 
1996, the city and EPA finally settled their eight-year legal battle. The 
agreement required the city to make $88 million worth of 
improvements to local sewer lines and pump stations, in addition to 
$1.8 billion in previously approved projects. The agreement put off a 
final decision about secondary treatment at Point Loma. However, 
even without an upgrade, the mandated projects raised wastewater 
spending in San Diego well beyond that of other California big 
cities. 63 

Sewer Crazy After All These Years 


Water and sewer rates need to go up. We got an $800 million water bond passed six 
to three, with Mayor Susan Golding voting no. Every time we put together a bond 
package or proposed to raise the sewer rates, the council would go nuts. 

—Former City Manager Jack McGrory 200764 


In early 2000, as the five-year reprieve granted by the EPA was 
nearing its end, San Diego officials faced a dilemma. During the 
waiver period, the city made no plans to upgrade Point Loma. Like 
their predecessors, the current crop of elected officials were counting 
on a second waiver to save them from raising sewer rates to pay for 
wastewater infrastructure. Unfortunately, OPRA imposed more 
stringent requirements on San Diego, requiring the removal of more 
pollutants from the discharged wastewater. The city also agreed to 
reduce the volume of solids discharged into the ocean. Over the five- 
year period, the Point Loma facility performed admirably in meeting 
the goals. 
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The San Diego region, however, was growing. The Point Loma 
facility, already handling approximately 190 million gallons of sewage 
per day generated by 2 million people and fifteen public agencies, 
would be unable to reduce total volume indefinitely. In December 
1999, Mayor Susan Golding wrote the EPA, urging the agency to let 
the city out of OPRA’s more stringent requirements when its waiver 
came up for renewal. The EPA, however, believed that the 
requirements were minimal conditions for renewing the five-year 
waiver. Supporting the EPAs position were local environmental 
groups, including the Sierra Club, which had backed the city in 1995. 
In March 2000, the city sued the EPA. 

Fortunately for local officials, change had arrived in Washington. 
With Bush administration appointees in charge of EPA enforcement, 
the agency’s stance softened considerably. In 2002, the city and EPA 
agreed to support a second waiver and raise the allowable volume of 
discharges. The decision pleased new Mayor Dick Murphy: 
“Approval of the waiver will allow the city to fix its antiquated sewer 
pipe system, which is a far greater threat to local beaches than 
bacteria-laden sewer effluent that is diluted by the ocean and doesn’t 
return to the shore.Murphy’s assessment of the sewer-pipe 
system was accurate. In March 2000, as local officials were 
launching their legal assault on the EPA, state agencies were 
investigating a weeklong spill from an aging sewer main in Mission 
Valley that dumped 36 million gallons of raw sewage into the local 
ecosystem. More than one thousand miles of sewer pipe were past 
life expectancy. Since the 1996 settlement with the EPA, the city had 
averaged close to 350 spills per year and was leading the nation in 
beach and bay advisories. The city was fighting lawsuits filed by San 
Diego Baykeeper and the Surfrider Foundation over its chronic 
sewage spills. 66 

Facing mounting fiscal problems and a stalled ballpark project, 
Murphy had no time to waste on protracted legal battles with 
environmentalists. The city negotiated an agreement with a coalition 
of local environmental groups. The coalition agreed to drop its 
opposition to San Diego’s waiver application before the EPA review 
board. In exchange, the city agreed to work with the Scripps 
Institution of Oceanography on an independent public review of its 
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ocean nnonitoring progrann. The city also agreed to conduct a 
comprehensive study of potential uses for reclaimed water. Finally, 
the agreement provided for a pilot test of a new filtration method at 
Point Loma. If successful, the method could serve as a cost-effective 
means of upgrading the facility to comply with the Clean Water Act. 

The novel agreement, a sign of strength from the local 
environmental movement, set the agenda on wastewater issues for 
the following several years. The city honored its end, completing a 
review of its monitoring program. The water reuse study was 
completed in 2006, after extensive public outreach and consultation, 
at a cost of $1 million. Some of its recommendations were far 
reaching, including expanding the city’s recycling program by placing 
treated water back into the city’s reservoirs to augment drinking 
supplies. The pilot test of the new treatment method at Point Loma 
found it to be a viable alternative for implementing secondary 
treatment. The cost of implementing the filtration method, however, 
is projected to be between $700 million and $1 billion. 67 

Wastewater Redux: Right Back Where We Started 


The City’s infrastructure is falling into disrepair. The City’s water system, wastewater 
system, streets and storm drains all need critical upgrades to continue to provide 
reliable service to the citizens of San Diego. 

—Office of the City Attorney, Interim Report No. 13, 200768 


Since taking office in late 2005, Mayor Jerry Sanders has 
continued the city’s reluctant strategy regarding wastewater issues. 
Sanders accepted the water reuse study but distanced himself from 
its recommendations. The city’s original settlement with the EPA 
required it to build water reclamation facilities capable of generating 
45 million gallons of reclaimed water per day. The city built two 
facilities. North City and South Bay, but use of reclaimed water has 
been limited to 8 million gallons per day for irrigation and commercial 
purposes. The rest of the treated water is dumped into the Pacific 
Ocean. Local officials have admitted that the city will be unable to 
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meet its legal obligation to use 50 percent of reclaimed water 
generated at North City. In November 2007, Sanders vetoed a one- 
year pilot program to supplement the city’s supplies with purified 
water from the city’s reclamation plants. The council overrode the 
veto, but the program, which critics have derided as “toilet-to-tap,” 
was delayed until 2009.69 

In 2007, Sanders opted to seek a third waiver from the EPA that 
would continue to exempt Point Loma from secondary treatment 
requirements. As in 2000, the city failed to convince 
environmentalists, setting up another costly legal showdown. Facing 
a deep fiscal crisis and having already raised sewer rates to comply 
with court-ordered upgrades of its aging pipes, the city had no 
money for a retrofit. In December 2008, the EPA granted preliminary 
approval of the city’s application but warned local officials that they 
should not plan on receiving more exemptions. The EPA officials 
also urged the city to expand its water recycling program. In January 
2009, Sanders cut a deal with local environmental groups to avoid 
costly litigation over the city’s waiver application. The groups 
dropped their opposition to the waiver in exchange for a new study to 
identify ways for the city to use more recycled water. 70 

In 2007, the city approved a plan to raise sewer and water rates. 
These increases were necessary to comply with legal settlements to 
lawsuits stemming from the city’s wastewater rate structure and its 
chronic sewage spills. Before 2004, the city overcharged residents 
living in single-family residences for sewer services while subsidizing 
commercial and industrial users. Some of the money raised for 
wastewater projects was diverted to other uses, a violation of the 
state constitution. In 2004, the city settled claims related to past 
sewage spills, paying $1.2 million in damages, and agreeing to 
upgrade existing pump stations and replace thirty miles of sewer 
lines. 71 

Under the 2007 consent decree, the city is scheduled to spend 
$632 million to upgrade sewer infrastructure by 2013, including 
replacement of 450 miles of aged sewer pipes, upgrades to more 
than twenty pump stations, and continued implementation of an 
aggressive inspection and maintenance program. This amount is on 
top of another $611 million in water capital improvement projects 
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mandated by a California Department of Health order to replace 
aging pipes and improve treated water storage. Early compliance 
with the terms of the consent decree has resulted in a dramatic 
decrease in sewer spills, from 365 and 238 spills in 2000 and 2001 
to 77 and 62 spills in 2007 and 2008.72 As Fig ure 4.6 shows, as a 
result of the federal consent decree and state mandates, San Diego 
in 2007 was forced to spend more than three times per capita on 
sewer infrastructure than other big California cities. 



Year 

FIGURE 4-6 Per capita spending on sewers in California's ten largest cities 
sources; Calitornii State Controller, FaundalT^ansjctions Ccncertmg CHiei of Cakformj and 
Citits Amttul Report, rarious jrcars. 

Going forward, the city faces powerful obstacles to upgrading its 
wastewater system to meet its legal obligations, let alone federal 
standards. First, San Diego’s 1.3 million residents are spread over a 
324-square-mile area, which gives the city the lowest population 
density of California’s ten largest cities. To serve its dispersed 
population, the city has to maintain more than 3,000 miles of sewer 
pipeline—more than twice the 1,437 miles maintained by Los 
Angeles for a population of 3.8 million residents. Second, the city’s 
poor bond ratings mean higher borrowing costs to finance needed 
projects. Third, the city is once again on a five-year lifeline with 
respect to Point Loma. Facing severe budget deficits, San Diego can 
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ill afford the $700 million to $1 billion upgrade.73 Finally, given the 
city’s straitened circumstances, mandated sewer outlays, paid for 
with higher sewer fees, encourage elected officials and residents to 
defer badly needed maintenance on other aging and deteriorating 
but essential infrastructure such as streets and roads. 


The Tipping Point 


Our approach has been to cut broadly across the spectrum, to reduce programs, not 
end programs. But we really fell on our face in demonstrating accountability and 
evaluating the effects of service cuts. My sense of it has been—and you have to 
understand that a lot of this is gut feeling just having a finger on the pulse of the 
financials of the city—we gradually cut so broadly so that we’ve reached a tipping 
point where the services are no longer effective, that they’re spread broadly without 
enough administrative support to effectively manage the programs. 

—Former San Diego City Comptroller Greg Levin, 200974 


Since at least the late 1970s, the City of San Diego has 
provided its constituents with significantly fewer public services than 
other major cities in California (see Fig ure 4.1 1. Over the course of 
the past decade, that gap has widened, as the city has struggled to 
balance its budget while funding new obligations, including the 
repayment of its pension debt and federally mandated efforts to 
upgrade its wastewater infrastructure. Table 4.4 shows the decline in 
selected San Diego public service levels, from 2001 to 2010. The 
2008 recession, which reduced city revenues even as investment 
losses further exacerbated the unfunded liability in public pensions, 
has made balancing the city budget while preserving core public 
services ever more difficult. 

San Diego’s new governance structure, which created two 
coequal branches of government with fundamentally different 
constituencies and priorities, has also created new barriers to finding 
a permanent solution to the city’s structural deficit. With the city 
council unwilling to accept deep cuts to existing services, and the 
mayor unwilling to support new revenues, a default policy of passive 
and not-so-benign neglect, marked by gradual savings through 
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attrition of city ennployees, has only contributed to the continued 
deterioration of all service levels and the quality of San Diego’s 
public infrastructure. “We’re doing all of the same stuff, we’re just not 
doing it very well anymore,” one former city financial official 
concluded. 75 


TABLE 4.4 Selected San Diego public service levels, fiscal year 2001 versus 
fiscal year 2010 


As'tivity 

FY2001 

FY20I0 

Number of customer service centers 

15 

0 

Number of aquatic programs users 

712,000 

255,380 

Number of youth program after-school sites 

37 

15 

Average number of weekly recreation center hours 

62.3 

40.3 

.Average number of weekly library hours 

48 

36 

Firefighters per 100,000 population 

80 

71 

Police officers per 100,000 (copulation 

166 

158 


SOURCE: Office at tbc Independent Budget Analyst. Reiietf of the ftsed V«>r 2010 Proposed 
Budget, IBA Rc|»n 09-37, April 28,2009. 


By late 2010, it had become clear to both sides that the status 
quo was simply unsustainable. Reversing his earlier opposition. 
Mayor Sanders endorsed a proposal developed by his former 
mayoral opponent, Councilwoman Donna Frye, that promised to pair 
new revenues with cost-saving reforms. If labor leaders agreed to 
make significant concessions on the outsourcing of city services and 
helped the city make cuts to the cost of retiree health care, the 
proposal called on the city to enact a temporary increase in the city’s 
sales tax, to raise $100 million in new revenue each year. However, 
as the proposal headed to a vote of the people in November 2010, 
the likely outcome was marked by great uncertainty if not outright 
pessimism. Councilman Carl DeMaio, and his only other fellow 
Republican on the city council, Kevin Faulconer, came out as leading 
opponents of the plan, dubbing the sales tax increase a “pension 
tax.” “This is nothing more than a desperate attempt, a Hail Mary 
pass by city politicians and labor unions to grab cash, to push off the 
necessary reforms that we have to make in the city’s budget [and] 
the pension system,” DeMaio argued. 76 

With the business community sitting on the sidelines—both the 
Chamber of Commerce and the San Diego Regional Economic 
Development Corporation chose to make no initial endorsement on 
the sales tax increase—and voters reluctant to raise their own taxes. 
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the same political forces that gave rise to San Diego’s pension fiasco 
have also conspired to keep the city from finding a permanent 
solution to the fiscal crisis that both predated and was exacerbated 
by pension underfunding. Ironically, well-meaning institutional 
reforms have contributed to political paralysis. The strong-mayor 
form of government, drafted in response to the 2003 Cedar Fire and 
given new life by the pension scandal, has effectively 
institutionalized conflict between the mayor and city council. In 
separating the legislative and executive branches of city 
government, such reforms, when combined with large discrepancies 
between district and citywide constituencies, undermine the ability of 
civic leaders to work toward common purposes. 
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Grandiose Plans for America’s Finest City 

5 Eyes Wide Shut 


Potemkin Village Planning? 


It is especially damning that San Diego’s inaction intensifies an ominous drift toward a 
socially, economically, and racially fractured city. If the most important function of local 
government is the equitable distribution and provision of public facilities and services 
to its citizens, then San Diego has failed miserably. 

— N/co Calavita, Roger Caves, and Kathleen Ferrier, “The Challenges of Smart 
Growth: The San Diego Case, ” 20051 


Although San Diego’s chronic budget deficit has cut deeply into the 
provision of basic city services, dire fiscal straits have done little to 
quench the city’s thirst for ambitious projects worthy of America’s 
self-styled finest city. These projects have formed the basis for an 
aggressive campaign to invest more than $1 billion in a series of 
high-profile, publicly financed megaprojects located downtown, even 
as infrastructure and public services in outlying neighborhoods have 
continued to decay. Indeed, since the early 1990s, the city has 
undertaken one of the most expensive, extensive, and challenging 
planning efforts in its history. In this chapter, we consider city leaders’ 
inability to reconcile the growing danger of insolvency and the 
mounting laundry list of neighborhood needs with their desire for 
mammoth and iconic legacy projects. 

On top of budgetary stress, San Diego’s quality of life at the 
start of the new millennium was threatened by substandard public 
facilities; a changing economic base; and serious environmental 
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challenges, including a dwindling and insecure water supply. For the 
first time in the city’s history, there was little vacant land available for 
future development.2 For the most part, however, San Diego’s 
planning strategy did little to address these knotty problems. With 
city council attention focused on growing budgetary challenges in the 
city’s day-to-day operations, the initiative for long-range planning has 
been provided by a series of ambitious mayors, intent on using 
visible achievements to try to build legacies and possibly careers for 
higher office, and self-interested developers, who have worked to 
direct city investments to promote their own economic interests. 
Lower-profile challenges and projects attracting no private-sector 
champions have largely escaped civic attention. 

San Diego’s grandiose plans did not emerge from a rational 
planning process in which public officials take seriously their 
responsibilities for assessing the city’s opportunities, prioritizing 
needs, and devising prudent and sustainable financing strategies.3 
Instead of delivering a coherent assessment of city needs, San 
Diego’s planning process has been co-opted by prominent business 
and civic leaders, who can provide the resources necessary to 
sustain the costly efforts of turning blueprints into reality. Arguably, 
San Diego residents have been the real losers. Political and 
economic logic has encouraged city leaders to focus on visible 
projects whose concentrated benefits are large enough to attract the 
interest of private-sector participants. The same logic has 
discouraged support for less visible projects with diffuse public 
benefits, such as parks, police and fire stations, and basic 
infrastructure. Even the growing effort to revitalize San Diego’s 
famed but chronically underfunded Balboa Park attracted few 
powerful and wealthy advocates and presented public officials with 
little voter appeal.4 

Planning on the Cheap 


In some cities, such as Phoenix and Seattle, officials have settled [debates over new 
civic facilities] by placing massive bond measures on the ballot and convincing their 
voters to strive for greatness. But in San Diego, the mere thought of going to the polls 
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sends shivers down the backs of the mayor, the City Council and the city manager’s 
staff. Defeated before they start, they search for creative ways to avoid ballot bond 
issues. 

—Roger M. Showley, “It’s Time to Pour Pride into a New City Hall, ” 19955 


In many ways, San Diego’s policies governing growth and 
development have been constrained by the conservative 
preferences of its citizens. Largely because of their aversion to 
paying up-front costs to fund public investments that promise long¬ 
term benefits, the city has forgone upgrades to existing infrastructure 
and public amenities. Over the past two decades, San Diego voters 
have approved just one general obligation bond, to upgrade police 
communication equipment, compared to thirteen bond approvals in 
Los Angeles, eight in San Jose, and three in Oakland. As Table 5.1 
shows, at less than two-tenths of 1 percent of total assessed 
valuation, the city’s outstanding long-term debt is one of the lowest 
among major California cities, reflecting the paucity of public 
investments in San Diego.6 

The city’s historical difficulty in securing approval for major 
bonds has been exacerbated by the passage of Proposition 13 in 
1978 and Proposition 218 in 1996, which extended voter approval 
requirements to most types of taxes and bonds. Table 5.2 . which 
tabulates the number of proposals for new taxes and bonds 
appearing on the ballot in the City of San Diego and San Diego 
County from 1995 to 2008, compared to other large California cities 
and counties, illustrates the extent to which San Diego public officials 
have avoided testing voters’ antipathy to tax hikes. Over the thirteen- 
year period, not a single general obligation, revenue, or Mello-Roos 
bond—each of which requires voter approval—appeared on the 
ballot in the City of San Diego or County of San Diego. Similarly, only 
three proposals for tax increases were put before the voters. Two tax 
proposals were offered in 2004 and targeted nonresident hotel 
occupants. The other was offered in 1996 and sought to raise the 
local sales tax by a quarter of a cent to pay for new branch libraries. 
None of the three, including a March 2004 proposal to raise hotel 
taxes to pay for emergency police and fire service, came close to the 
necessary vote thresholds. 
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TABLE 5.1 Outstanding long-term debt of the ten largest California cities, 
fiscal year 2007-08 


City 

Total outstanding 
debt (millions) 

Assessed i>aluation 
(millions) 

Debt as percentage 
of assessed valuation 

Long Beach 

$2,35268 

$45,211.10 

5.2 

Oakland 

$2,009.99 

$41,695.47 

4.8 

Riverside 

$880.37 

$24,592.91 

3.6 

Los Angeles 

$12,885.80 

$411,13522 

3.1 

Sacramento 

$80210 

$41,866.64 

1.9 

Fresno 

$526.67 

$29,858.64 

1.8 

San Jose 

$1,657.53 

$123,843.86 

1.3 

Santa Ana 

$186.62 

$21,756.43 

0.9 

San Diego 

$264.70 

$181,721.10 

0.1 

Anaheim 

$29.95 

$34,735.96 

0.1 


source: CilUornU State Controller, Oti 0 s Mmtat Rtport, Fiscal Year 2007-08 ^Sacramento: 
Califoinia State Controller, April 2010). 
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Public officials in other California cities have been much more 
successful in securing needed voter support for new taxes and 
bonds. Table 5.2 shows the number of such proposals that were 
offered and passed in the other ten largest California cities between 
1995 and 2008.7 In these cities, public officials went to the voters 
thirty-seven times for new taxes, including taxes on local businesses, 
property owners, and utilities. Voters approved twenty-two (nearly 60 
percent) of these proposals; only some of these taxes required two- 
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thirds support, and others needed just a bare majority. These cities’ 
batting average for bonds was even better, with twelve of fifteen 
general obligation and one of two Mello-Roos bonds (76 percent) 
approved by voters. 

Because Proposition 13 enables a minority of voters to block 
any initiative that requires additional taxes, large public projects in 
San Diego have typically been financed in ways that do not 
obviously add to voters’ tax burden. To close the gap between the 
political demand for new facilities and the constricted supply of public 
dollars, city leaders invented complicated financing mechanisms 
designed to thwart the procedural requirements of Proposition 13. In 
particular, by simply assuming that future growth in city revenue 
would pay for the cost of massive capital projects, elected officials 
could promise voters that new construction would neither reduce 
existing services nor result in higher taxes. As they struggled to 
finance their wish list of megaprojects, city leaders used this supply- 
side logic to borrow heavily against San Diego’s future revenues, 
thus putting further pressure on the budget at a time when the city 
could least afford it. 

This chapter considers the intertwined stories behind San 
Diego’s post-1990 plans for civic greatness and the stark reality of its 
chronic budgetary problems. We examine the contentious politics 
behind the city’s embrace of a smart-growth strategy that envisioned 
increasing the intensity of development in its oldest neighborhoods 
and the plan’s unraveling in the face of grassroots opposition and 
daunting financing costs. We also look at the city’s frenetic search for 
money to pay for a series of high-profile downtown projects, 
including a new central library, a new city hall, two convention center 
expansions, and a controversial conservancy proposal that raised 
the specter of privatizing the governance of San Diego’s most iconic 
crown jewel, Balboa Park. Although extravagant public relations and 
architectural renderings promised to further refine and enhance what 
increasingly resembled the showy exterior of a Potemkin village, the 
city’s ambitious civic planning agenda did little to address its 
crumbling fiscal foundation. 
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New Dreams of Civic Greatness 


San Diego has the location and the physical foundation in general for an important, 
perhaps a great, city. Its people are awake to its needs, and are resolved to meet 
them. 

— Boston-area planner John Nolen, 19088 


During the first decade of the twentieth century, John Nolen’s 
blueprint for transforming San Diego through carefully planned 
growth was scuttled in the face of opposition from powerful local 
actors such as John D. Spreckels. A century later, the city faced a 
fundamentally different barrier to comprehensive planning: the need 
to unite a politically and economically divided city behind a single 
vision for its future. San Diego’s modern political leaders shared 
Nolen’s belief that the city had unbounded potential, yet they 
struggled to overcome skepticism from a tax-averse voting public for 
whom planning and development had become synonymous with 
unrestrained growth and the absence of sufficient investment in 
basic infrastructure necessary to support it. 

In the late 1980s, public discontent gave rise to a citizens’ revolt 
that produced new limits on growth via the ballot box and the 
election of public officials sensitive to vocal opposition to new 
construction in the city’s older neighborhoods. Over the course of the 
ensuing decade, the city council adopted a variety of emergency 
measures designed to protect existing neighborhoods and preserve 
open space, yet city leaders struggled to develop a longer-range 
plan to guide future growth that could accommodate the conflicting 
demands of residents and politically powerful developers.9 
Beginning in 1999, city staff began work on an innovative growth 
strategy championed to boost the city’s image and beautify its 
physical environment through massive infusions of public and private 
resources. Realizing this ambitious agenda and providing needed 
funding would become key challenges for San Diego’s political 
leaders. 
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Building a City of Villages 


San Diego needs a well defined strategy for investing finite City resources for the 
greatest public benefit. This strategy will help to accomplish that objective and ensure 
the future prosperity of the City and its residents. If successfully implemented, the City 
of Villages strategy will be a testament to Nolen’s original vision of San Diego. 

—Strategic Framework Element, City of San Diego General Plan, 20021 0 


Mayor Pete Wilson’s lengthy term in office (1971-82) 
substantially altered the trajectory of San Diego’s long-term growth. 
In particular, two planning policies adopted by Wilson and his allies 
would frame the key planning debates when public officials began a 
much- delayed update of San Diego’s growth blueprint in the late 
1990s and early 2000s. The first Wilson policy divided the city into 
five zones, pushing major development toward the outer edges of 
the city. The second required that development pay for itself without 
further burdening the city’s already strained public finances. 

As discussed in Chapter 2 . the 1979 Progress Guide and 
General Plan backed by Wilson split the city into a series of tiers. 
The urbanized and Centre City areas covered the downtown core 
and other established neighborhoods. North of Interstate 8, the plan 
designated planned urbanizing areas in communities like University 
City, Tierrasanta, and Scripps Ranch that were expected to receive a 
significant share of future growth. The city’s remaining developable 
land, particularly along the State Route 56 corridor, was set aside as 
“future urbanizing.” Fig ure 5.1 provides a map of the city divided into 
the different development tiers. In 1985, a growth-control initiative 
approved by voters in response to public discontent over a recently 
approved project made these lands largely off-limits to further 
development by requiring a citywide vote for any plan that changed 
the area’s land-use designation.il 
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FIGURE 5.1 Cit)' of San Diego development tiers under 1979 General Plan 

source: City of Sao Diego, Plinoing Division, “Guidelines for Future Development,” 1979 
Progreis Guide jnJ Generjl PLm (Sin Dieg?:-; City of Son Diego, 1979), p. 54. 

While the Wilson plan envisioned that new development would 
include ample public amenities, including schools, open space, 
libraries, and other recreational and cultural facilities, it insisted that 
the city’s existing residents be spared the burden of funding them. 
Instead, public facilities in newly urbanizing areas would be provided 
through a combination of special assessments and impact fees 
levied on developers, who would pass the costs on to future property 
owners. 12 To encourage in-fill development in existing 
neighborhoods in the urbanized core, these areas were exempt from 
the new impact fees, with the city’s day-to-day budget expected to 
pay for the cost of needed infrastructure improvements. 
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Though largely praised by planners, this basic template came 
under increasing strain by the late 1980s. Taking advantage of 
permissive land-use regulations, developers rushed to construct 
(often poorly designed) multifamily complexes in previously single¬ 
family neighborhoods.13 The city’s new system of financing public 
facilities in newer areas with special benefit assessments was not 
implemented until 1986, leading to significant lag time between the 
construction of new housing and the availability of sufficient public 
facilities. By the late 1990s, demographers projected continued 
population growth for San Diego, but less than 4 percent of the city’s 
land remained available for new development. City officials deemed 
the future urbanizing areas largely unsuitable for new construction, 
setting them aside for conservation as open space. Additionally, 
although the financing mechanisms envisioned by the 1979 plan 
would eventually ensure adequate public facilities in newer areas, 
they were of little help in addressing the needs of already-urbanized 
neighborhoods that continued to experience growth through in-fill 
development. Nor did impact fees provide any money to pay the 
operating costs of new facilities. 

With city finances strained after the passage of Proposition 13, 
older communities received little money to finance new parks, 
schools, police services, and sewer lines needed to accommodate 
their growing residential populations.!! In 2002, the city pegged the 
public facilities needs of these older neighborhoods at $2.5 billion. 
Although a general obligation bond would have allowed the city to 
finance the backlog over a period of many decades, public officials 
did not believe that they could secure the necessary approval from 
voters. Residents in newer areas, whose own public services were 
adequate, had little appetite for higher taxes to fund the needs of 
older neighborhoods. Increasingly, debates over growth and 
planning had begun to pit residents of the older, urban core against 
newcomers on the periphery. According to former City Council 
President Scott Peters, the politics of growth in San Diego has 
become “a tale of two cities. ... I think the divide is between old vs. 
new.” 15 

As the city’s leaders prepared for the first major update of the 
1979 General Plan, there was widespread agreement that any new 
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growth blueprint would need to provide housing for future residents 
and meet the needs of existing neighborhoods. In early 2002, 
planning officials unveiled a proposal that they argued included both 
components. Called “City of Villages,” the document outlined a 
radically different approach to growth that moved away from new 
construction on the city’s outer edges and instead shifted focus 
toward environmentally sensitive development in existing 
neighborhoods. To create new urban “villages”—pedestrian-friendly 
areas that would combine housing, jobs, public spaces, and 
commerce—the city would direct future growth into high-density, 
mixed-use projects in and around the city core. New development 
would be paired with additional resources for mass transportation 
and investment in public facilities, to reduce traffic congestion and 
urban sprawl.16 One veteran journalist dubbed the plan “density for 
dollars. ”17 Single-family neighborhoods in the city’s newer suburbs 
would be spared the burden of additional growth. 

Mayor Dick Murphy quickly adopted the City of Villages concept 
as his own, scheduling appearances before community planning 
groups to lobby on its behalf. However, the document remained 
largely silent on how the city would finance the required 
infrastructure investment, and Murphy emphatically ruled out tax 
increases. 18 

‘‘A Never-Never Land Kind of Idea” 


At least a year ago, the planning department presented information on the financing 
needed to improve the infrastructure, most of which would require some political will. 
Now the plan is more akin to the emperor with no clothes. . . . I’ve yet to see the city 
at all interested in providing new clothes for the emperor. 

—San Ysidro Business Association official Judy Elliot, 2004^ 


Murphy’s plan received a chilly reception at community 
meetings. Planning activists expressed concerns over increasing the 
intensity of development in existing neighborhoods, which 
community planner Lisa Ross argued “had become synonymous 
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with overcrowded recreation facilities and schools, crime, and traffic 
jams.” Many also remained skeptical that the city would follow 
through on its commitment to provide the funding to repave 
sidewalks and construct public improvements long promised to the 
city’s older communities. Ross dubbed Murphy’s plan “a never-never 
land kind of idea. ”20 

As the City of Villages blueprint moved closer to a city council 
vote, grassroots opposition to the plan continued to grow. A 
committee of community planners offered a lukewarm endorsement 
but demanded that the city develop and implement “a realistic 
financing plan to ensure the provision of [promised but never built] 
public facilities and services at the time of their need” before moving 
ahead on any new development.21 In other words, if the city wanted 
more intense development, it would have to provide the overdue 
infrastructure first. Months earlier, a citizens group and consultants 
tasked with finding the necessary funds calculated that San Diego 
would need to spend an additional $100 million a year over fifty 
years to finance the necessary improvements. The group identified a 
series of fees and taxes that the city could raise to provide the funds 
—including the imposition of a utility users’ tax and a charge for 
residential trash collection—though all would require a public vote. 22 

In the face of opposition from politically powerful community 
planning groups and the prospect of a public vote on higher taxes 
that he was sure to lose, Murphy abandoned his support for the 
growth blueprint. Seizing on new population projections that 
predicted fewer-than-expected new residents, the mayor announced 
that slowing population growth relieved the city of the need to plan 
for more housing units and demanded that planners remove all 
mention of increased density in the document.23 When the city 
council adopted the outlines of a new General Plan in 2002, the 
document provided few details about how the city would pay for the 
$2.5 billion in promised-but-not-yet-constructed public facilities, 
improvements that would be needed even without the construction of 
new villages. 

Although the city council approved five “pilot” villages in 2004, 
the future of the City of Villages program remained in doubt. Most of 
the proposed villages would require at least partial public funding. 
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but the plans included few details about where this money would 
come from. Critics warned that without significant changes, the pilot 
projects would take too long and would do little to alleviate 
opposition to higher density and taxes .24 

Three years later, the city had constructed or replaced just a 
fraction of the promised facilities, and turnover among city staff— 
including the departure of San Diego’s planning director—left the 
program with little institutional memory. Although mayoral candidate 
Jerry Sanders criticized his predecessor Murphy for ruling out tax 
increases to pay for the required infrastructure during the campaign, 
he did little to change course once in office. Explaining the lack of 
progress on the financing front, a Sanders spokesman argued that 
“the city government has to prove its worth, its effectiveness, its 
efficiency, before we can politically ask for increased revenue 
streams.” Other mayoral appointees showed little interest in 
proceeding with the City of Villages blueprint and blamed their 
predecessors and community groups for the lack of progress on the 
pilot villages. 25 

Despite financing hurdles and uncertainty about its viability, the 
city retained the City of Villages framework as the basic principle 
behind its new General Plan, the document outlining San Diego’s 
growth strategy for decades to come. The final plan, adopted by the 
city council in 2008, retained some of the aspirational language from 
the original blueprint, but also acknowledged the serious challenges 
facing its implementation. While noting the city’s massive 
infrastructure backlog, the General Plan stated only that San Diego 
voters would have to choose how to finance the city’s public facilities 
and infrastructure needs. Ominously, it noted that residents voted 
down recent tax increases. To some senior city staff, the effort 
represented a clear failure to adequately plan for and invest in the 
city’s future. “The ‘City of Villages’ process should have been halted 
early on until the reality of the situation were allowed to sink in with 
the voting public, the media, the bureaucracy, and most of all, our 
elected officials,” recalled Hank Cunningham, the city’s former head 
of community and economic development. “Instead, this exercise in 
futility was allowed to plod along under its own volition until it 
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became law in 2008 with adoption of the current General Plan 
update. ”26 

The General Plan represented only the first step in the city’s 
planning efforts by laying out a general foundation for future growth. 
Its provisions would have to be implemented through detailed 
community plans to be adopted with considerable participation and 
consultation from neighborhood planning groups. However, 
budgetary problems left the city with little money to take even this 
preliminary step, delaying progress on most community blueprints. In 
the Otay Mesa, the city’s southernmost neighborhood located next to 
the Mexican border, the city turned to the private sector to help fund 
a more detailed local growth plan. For years, the Otay Mesa 
represented a battleground for the city’s industrial business interests, 
who valued the community for its proximity to cross-border trade, 
and its real estate establishment, who hoped to transform the Otay 
Mesa into the city’s newest residential community. 

In a private agreement hashed out between the city’s planning 
officials and leading real estate companies in 2004, the developers 
agreed to pay to hire the costly architects, engineers, and 
consultants necessary to complete a new Otay Mesa community 
plan. In exchange, the city agreed that the version of the plan most 
favored by developers—which promised to rezone large swaths of 
Otay Mesa from industrial to residential use—would be among the 
options that would be presented to the city council. If approved, the 
rezoning plan would generate a small fortune for the developers by 
greatly increasing the value of their real estate holdings in the Otay 
Mesa. 27 

In downtown, the Centre City Development Corporation 
(CCDC), San Diego’s downtown redevelopment arm, took the lead in 
developing a new community plan. Again, private developers would 
come to dominate the process and win significant concessions. The 
final plan, adopted in the face of opposition from the environmental 
community, greatly increased the allowable density of development, 
projecting that downtown’s residential population would grow 
threefold by 2030. The blueprint allowed developers to purchase 
additional density credits by paying into a fund to finance new public 
infrastructure, at rates critics warned were too low to actually cover 
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the cost of needed innprovennents. To pay for the remaining facilities, 
the plan envisaged tapping the city’s growing redevelopment budget; 
however, as we discuss in Chapter 6 . few redevelopment dollars 
have since gone to finance the promised amenities.28 


“A Storybook Library” 


Many are calling it San Diego’s most important public building for the next hundred 
years. . . . Some invoked local landmarks, such as the [train] depot and the County 
Administration Center, while others reached back to ancient monuments and 
European models to describe how the library, due for completion in 1999, could set a 
worldwide standard. 

—Roger M. Showley, “Competing Architects Detail Strategies for Library,” 199629 


Two key barriers to the adoption of the City of Villages 
framework—opposition to new taxes and the competing priorities of 
San Diego’s older and newer communities—also stood in the way of 
another blockbuster project, the replacement of the city’s aging 
central library. During the 1990s, the battle over the library became 
entangled in political rivalries and in competing plans and priorities 
for downtown redevelopment. These threatened a decades-long 
quest to replace the leaky and decrepit building that had become a 
symbol of the city’s political paralysis. 

Built in 1954, San Diego’s downtown library failed to keep pace 
with the city’s rapidly growing population and changing building 
codes. By the mid-1970s, it was clear that the building had grown 
obsolete and no longer met the needs of the city’s library system. 
Over the ensuing three decades, dozens of commissioned studies 
urged the replacement of the downtown central branch and noted 
the general inadequacies of the whole library system, which 
remained underfunded in comparison with its peers in other cities. 30 

In 1989, voters rejected a $125 million bond measure to replace 
the central library and expand its branches. Although polls showed 
that the library system remained very popular among voters, few 
supported higher taxes to help meet its needs. Voters expressed 
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even less interest in additional investment in the system if the money 
was tied to the replacement or expansion of the downtown library, 
which was found to have significantly less public support than local 
neighborhood branches.31 

The city’s studies gathered dust for the following two years, as 
other political priorities occupied the attention of elected officials and 
community leaders. Indeed, few paid attention when the city’s 
Library Commission, a seven-member board appointed to advise the 
city council on library policy, recommended a new library on Port 
District-owned land near the waterfront. In 1991, however. Mayor 
Maureen O’Connor resurrected the Library Commission proposal. 
Calling for “a storybook library” equipped with the latest technology, 
O’Connor made the new downtown library a central pillar of her last 
state-of-the-city address. 

Although the mayor offered few details about possible funding 
sources for the project, she called for the formation of a nonprofit 
corporation to finance, design, and construct the facility, and 
announced that she had received $3 million in pledges for the project 
from local foundations and prominent San Diego families. O’Connor 
also tapped Mike Madigan, an executive at one of the largest home- 
building companies in the region and a consummate political insider, 
to head a separate fund-raising committee to drum up additional 
private monev.32 

Susan Golding, O’Connor’s successor, embraced the library 
proposal—though in a different downtown location—along with a 
series of other high-profile projects and appointed a separate 
Madigan-led committee to select a world-class architect to design 
the new building. Golding also assembled a financing package that 
would rely on the city’s existing hotel tax revenues, private 
donations, and redevelopment dollars to avoid issuing general 
obligation bonds and bypassing a public vote on the library project. 
However, Golding’s plan faced opposition from City Councilwoman 
Judy McCarty, a political rival and the council’s chief library 
advocate. McCarty urged a shift in focus to improving the city’s 
neighborhood branch libraries instead of building an expensive new 
downtown colossus. “There’s no sense doing construction if we can’t 
afford to operate and maintain [the branches],” McCarty argued. 
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“That’s a mistake we’ve made before. If you want new libraries and 
librarians in them, you will have to pay for them.”33 

Eventually appointed chair of a new regional library authority, 
McCarty spearheaded two campaigns to raise the sales taxes to 
improve branch libraries throughout the county. Neither promised to 
provide money for a new central library downtown. Mayor Golding 
opposed both ballot measures, arguing that higher taxes were not 
necessary to devote additional resources to the library system. The 
1996 initiative received support from 60 percent of voters—still short 
of the two-thirds required under Proposition 13. A follow-up proposal 
in 1999 was supported by barely half the electorate, which reinforced 
widely held beliefs that not enough San Diego voters would support 
a library project with higher taxes to meet the required two-thirds 
vote threshold. Instead of identifying new sources of funding, the city 
council adopted a new ordinance in 2000 that directed the city 
manager to divert a growing share of city expenditures into the 
library system until appropriations for the libraries totaled 6 percent 
of the city’s budget.34 

Financing also remained the Achilles’ heel of the downtown 
library effort. An iconic domed structure designed by celebrated local 
architect Rob Quigley won many plaudits, but few believed that the 
city could afford its $118.4 million price tag. The planned library 
would also cost nearly twice as much to operate as the old central 
library, threatening to bust the library system’s annual operating 
budget. With no viable financing plan in sight, and with part of the 
Kettner Boulevard location favored by the Library Commission up for 
sale, Golding’s push for a new downtown library appeared to be 
dead in early 1998.35 

Sensing defeat for the Golding-backed plans, council members 
McCarty and Byron Wear wrote to the mayor urging the appointment 
of a new task force to study whether a library could be included in 
the redevelopment district around a planned downtown ballpark for 
the Padres. Unlike general obligation bonds, redevelopment bonds 
backed by future property tax increments are exempt from the public 
vote requirement. Two local architects also urged the city to consider 
building an annex to the old central library, a much cheaper option. 
Golding made clear that she favored the original location but referred 
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the matter to the Library Commission, then chaired by Madigan, who 
had also been hired by the city to oversee and plan the ballpark 
project.36 

Padres’ owner John Moores and Madigan lobbied hard for the 
proposed library site in the new ballpark district, although they won 
no converts on the Library Commission. Commissioners argued that 
the area could not support sufficient parking for a new central library 
and worried that ball-game traffic and noise would interfere with its 
operations. Instead, they voiced support for an alternative location 
just north of the city’s historic train depot; only Madigan voted in 
favor of situating the library in the ballpark redevelopment area. 
However, Golding announced that the city council would have the 
final say over the location, and city staff released a report concluding 
that the site favored by the Library Commission would be too 
expensive to be viable. 37 

Critics accused the city of working behind the scenes to steer 
downtown investment, including the new library, into the ballpark 
district to help Moores, who had committed to hundreds of millions in 
residential and commercial development downtown as part of the 
ballpark project. They argued that Madigan violated the city’s 
conflict-of-interest laws by not abstaining from the Library 
Commission vote and noted that the consultant who authored the 
report critical of the train depot site was also working for the city on 
ballpark-related projects. The two candidates vying to replace 
Golding urged the city council to hold off on choosing the location. 
County Supervisor Ron Roberts suggested that the city could not 
afford a new downtown library, whereas his opponent—and eventual 
winner—superior court Judge Dick Murphy favored locating the 
central library in Mission Valley or the Naval Training Center, a 
shuttered military base in another redevelopment project area of the 
city. Bucking criticism, Golding pushed ahead on the vote, steering 
the council to select the ballpark site. 

Once in office, Murphy reversed his opposition to the downtown 
location but did little to move the project along. Instead, the mayor 
teamed up with freshman City Councilman Jim Madaffer in an 
eighteen-month effort to negotiate a grand bargain on library funding. 
Their final proposal, released in the spring of 2002, paired financing 
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for the downtown library with construction of twelve new branch 
libraries and the expansion of nine others. To secure the support of 
the council, the plan also guaranteed each council district a library of 
at least fifteen thousand square feet, large enough to house a 
community services center to provide constituency services. “In the 
past, it was always about ‘A main, a main, a main, we need a main.’ 
And the neighborhoods were saying, ‘Well what about us?’ And 
there was always this tug of war,” Madaffer said. For the first time, 
the city had found a logroll that pleased both the supporters of a new 
central library and advocates for expanding its network of local 
branches. 38 

The expected bill for the Murphy-Mad after plan totaled $312 
million, $149 million for the central library and the rest for the 
branches. Like Golding, the new mayor and councilman worked with 
city staff on a funding plan that would avoid the need for a public 
vote. The final financing schedule envisioned that revenue bonds, to 
be repaid from future growth in hotel tax revenues, would provide 
two-thirds of the necessary funding, with the remaining money 
coming from development impact fees, redevelopment dollars, 
grants, and private philanthropy. In the short term, the city would tap 
new money set aside for libraries in the 2000 funding ordinance. 39 

However, the funding for the plan quickly began to unravel. The 
same day the city council voted to approve the financing blueprint. 
City Manager Michael Uberuaga called for across-the-board budget 
cuts to deal with the city’s declining revenues. Before the city could 
sell the necessary revenue bonds, the underfunding of the pension 
system became public, and San Diego was exiled from the public 
bond market. To deal with the fallout, public officials diverted funds 
earmarked for the library to balance the city’s budget. By 2009, the 
city was allocating just 3 percent of its shrinking budget to the library 
system, half of the amount promised by the 2000 ordinance. More 
important, the city was spending less in real dollars on the library 
system than it had when the ordinance was adopted. Mayor 
Sanders’s budget for 2010 cut library funding further and proposed 
shuttering the Ocean Beach branch library to save money on 
operating costs—even though the same library had been slated for 
expansion under the council-approved plan. Confronted with a 
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gaping deficit, Sanders unveiled midyear budget cutbacks in late 
2009 that promised to slash hours at libraries across the city, 
including closing most branches on Sunday. 40 

Despite broad cuts and quickly shrinking service hours in the 
rest of the system, however, Sanders remained a vocal supporter of 
the downtown library project. Shortly after taking office, the mayor 
endorsed an earlier financing plan to cover the central library’s 
projected $185 million price tag. Under the plan, most of the money 
would come from the city’s downtown redevelopment arm and 
private philanthropists. To cover increased operating costs, the city 
would also lease out the top two stories of the new library to 
commercial tenants—an idea abandoned in 2009, when the San 
Diego Unified School District agreed to contribute $20 million in 
school bond proceeds to help pay for construction in exchange for 
the city’s agreement to house a charter school in the space. By 
2010, with a $20 million state library grant set to expire, San Diego’s 
leading library enthusiasts had raised only half of the private 
donations needed to pay for the construction costs. Despite being 
$30 million short and lacking any long-term plan to finance ongoing 
operations of the new facility, the city broke ground on the project in 
late 2010.41 


A New City Hall? 


If civic buildings symbolize a city’s self-image, then the 1990s may provide a chance 
to remake that image of self-conscious frugality into one reflective of a self-assertive 
ambition. To old-timers, this all sounds too familiar. 

—Roger M. Showley, “It’s Time to Pour Pride into a New City Hall,” 199542 


For boosters, San Diego’s public buildings have long 
represented symbols of the city’s unmet potential. Civic greatness, 
they believe, cannot be achieved without great civic architectural 
marvels. And no structure is more symbolic than city hall, the 
headquarters of municipal government. In the mid-1920s, civic 
reformer and planning advocate George Marston unveiled plans for 
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a picturesque civic complex on the waterfront. Although residents 
offered support for the plans, they repeatedly rejected the bonds to 
pay for them. A new city hall on the bay, one component of the 
Marston plan, was constructed only when the federal government 
stepped in to provide funding under the New Deal public works 
programs in the 1930s. 43 

At the end of World War II, city leaders approached voters with a 
proposal to construct new city offices, to be located just east of the 
waterfront location or in Balboa Park. The voters again rejected the 
proposal. Concluding that the electorate would oppose any effort to 
finance a new civic center, the city council turned to the retirement 
system for help in 1962, foreshadowing later schemes to use the 
retirement system to supplement the city budget. Using borrowed 
money from the pension fund, the city built a downtown concourse 
that included a modest city hall, concert hall, and convention center 
—with the cost of the project to be repaid with parking fees. 44 

Unfortunately, by the late 1980s, the concourse had already 
become less than adequate to meet the city’s needs. As the size of 
its workforce outgrew the office space available in the municipal 
office building, the city began leasing additional facilities. City hall 
was also beset by a slew of electrical, mechanical, and structural 
problems. The price tag for the needed improvements exceeded $10 
million, with the city paying millions more each year for the rented 
office space. 

The Importance of an "Ernest" Vision 


Mayor Maureen O’Connor endorsed efforts to construct a new 
civic complex downtown, and she found an ally in Ernest Hahn, the 
developer of the famed Horton Plaza downtown shopping center. As 
the chair of the city’s downtown planning group, Hahn became the 
lead cheerleader for the project. As one of the city’s largest investors 
in downtown real estate, Hahn had long been a champion of using 
public resources to encourage economic development in the area. 
Despite the rejuvenation fueled by Horton Plaza, large swaths of 
downtown remained blighted, a problem, Hahn insisted, that could 
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be alleviated only with a government-funded facility on its eastern 
edge. His plan called for the construction of a new civic center nine 
blocks east of the existing civic concourse, at Twelfth Avenue and 
Broadwav.45 

To avoid a public vote, the mayor and council urged city staff to 
find a way to make the project cost neutral. In particular, project 
supporters envisioned that the city could sell certificates of 
participation—a form of debt exempt from constitutional voting 
requirements—to cover the up-front costs. To repay the debt, the city 
would use money currently spent on leased office space—the new 
city hall would be large enough to house all of San Diego’s 
downtown public workers—and revenue generated by renting out its 
existing headquarters. 

Hahn’s vision for a new city headquarters in underdeveloped 
parts of downtown was not shared by other business leaders. San 
Diegans Inc., an umbrella organization representing downtown 
merchants, vocally opposed the plan, fearing that moving the 
existing building would create a “black hole” for crime and destitution 
in its current location in the heart of downtown. Instead, San Diegans 
Inc. released its own plan to redevelop the site of the city’s existing 
city hall, an idea the group argued would be more affordable. The 
plan was opposed by Hahn and his allies.46 

With the business community divided, the recession of the early 
1990s ground plans for a new civic center to a halt. Downtown office 
vacancies approached 15 percent in 1991, casting a dark shadow 
over the city’s preferred financing model. By taking advantage of the 
soft market, the city could sign long-term agreements that reduced 
the amount it paid for office space—and thus realize the savings 
promised by a new public building. Lack of demand also threatened 
the revenue that could be generated by leasing out the existing city 
hall. 

With a price tag between $250 million and $350 million, the 
project remained dormant throughout the mid- and late 1990s. After 
Hahn’s death in 1992, the proposal for moving the city center 
eastward lost its leading advocate. As a 2000 deadline for meeting 
the city’s own building codes approached. Mayor Susan Golding and 
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her successor, Dick Murphy, expressed support for redeveloping the 
existing concourse site, although the idea found little traction.47 

In 2007, Mayor Jerry Sanders again floated the idea of 
redeveloping the concourse site. Unlike earlier efforts, however, 
Sanders proposed delegating the job of constructing a new city hall 
to a private developer as part of a larger overhaul of a four-block 
area north of Horton Plaza. Like his predecessors, the mayor framed 
the proposal as an effort to save the city money on expensive office 
leases. In exchange for helping finance the new complex, Sanders’s 
plan would give a private developer rights to build ancillary 
commercial projects and reap any resulting prof its. 48 

With the mayor’s blessing, CCDC moved to award the project to 
Portland-based developer Gerding Edien, whose more than $600 
million bid was the only one the city received. 49 The firm’s proposal 
for a sail-shaped city hall, equipped with the latest green 
technologies, won universal praise, although city officials wanted to 
take no risks. Quietly, CCDC hired political consultants to advise the 
city about “the most formidable challenges in overcoming resistance 
from the public.” In late 2010, a planned public vote on the project 
was put on hold as elected officials struggled to build voter support 
for a sales tax increase to close the city’s budget deficit.50 


Selling San Diego 


May the San Diego spirit prevail! 

—Former slogan of the San Diego Convention Center 


While conflicts between developer Ernest Hahn, the downtown 
business establishment, and the city’s tourism industry helped stall 
progress on a new civic center for more than a decade, concerted 
efforts to construct a major convention center on the city’s waterfront 
would prove one of San Diego’s largest and most successful public 
projects in the latter half of the twentieth century. The convention 
center would come to symbolize both San Diego’s immense hopes 
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for transforming itself into an emerging world-class city and the 
substantial constraints imposed by the post-Proposition 13 fiscal 
straitjacket. 

Efforts to build, and later expand, the San Diego Convention 
Center would help launch the political careers of two mayors—and 
later contribute to ending the tenure of one of them—highlighting the 
political utility of big-box public projects for local elected officials. In 
addition, the delivery of pivotal resources by the private sector that 
was so crucial to the construction of the convention center would 
further reinforce the belief among city leaders that private initiative, 
when harnessed and incentivized via public-sector resources, was 
the solution to overcoming the city’s lack of civic capacity. Above all 
else, the convention center would become the poster child for 
arguments that San Diego could carry out massive public works 
without draining the public treasury. 

Wilson’s Failure, Hedgecock’s Success 


The convention center will make San Diego an image of the nation, a major force in 
the convention business and it will make us a real up-and-coming city competing for 
business and industry. 

—Port Commissioner Louis Wolfsheimer, 1987^ 


Ernest Hahn’s plans to open Horton Plaza, a new mall in the 
heart of downtown’s Gaslamp Quarter, had all along assumed that 
the city would build a new convention center nearby and that the 
mall would fulfill the shopping needs of out-of-town visitors. With just 
three hundred thousand square feet of usable space, broken up 
among two major halls and a theater, the city’s old convention center 
adjacent to city hall on the civic concourse could not compete with a 
new generation of massive complexes rising up all across the 
country. Mayor Pete Wilson had directed CCDC to draw up plans for 
a new convention center downtown, but voters rejected the proposal 
in a referendum in 1981. 
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With Wilson vacating office midway through his third term to 
serve in the U.S. Senate, his successor, Roger Hedgecock, 
resurrected the idea of a new convention center as a central pillar of 
his own mayoral campaign. If he succeeded where Wilson had 
failed, Hedgecock could burnish his mayoral credentials and buttress 
his argument for a full four-year term. Hedgecock spearheaded the 
1983 campaign for a new convention center, teaming up with the 
same political consultant who was overseeing his reelection bid the 
following year. To avoid a repeat of the 1981 ballot defeat, 
Hedgecock endorsed a proposal by wealthy businessman Doug 
Manchester that would site the convention center on lands owned by 
the Port District and would require support only from a simple 
majority of voters in a symbolic advisory vote. 

Manchester had secured long-term leases for large parcels of 
waterfront land from the Port District and had built the first of several 
planned hotels there. Under Manchester’s plan, some of the leased 
land would be returned to the Port District for the construction of the 
convention center. In exchange, Manchester would receive rights to 
a more prized waterfront parcel nearby and would guarantee the 
construction of at least two more hotel towers to serve the new 
convention center. His hotels would, in turn, benefit from the major 
influx of conventiongoers. The Port District would use the lease 
revenue generated by the Manchester hotels to recoup its 
investment in the convention center. The City of San Diego would 
rent the center from the port at a nominal rate, and use the tax 
revenues generated by the hotels to pay for its operations. 

During the 1983 campaign, Hedgecock assured voters that a 
state-of-the-art, world-class convention center could be built for $95 
million, which would come from the flush Port District rather than 
from the city. The new convention center would include 250,000 
square feet of exhibition space and another 100,000 square feet of 
meeting space, making the city one of the premier convention 
destinations in the West.52 With the city poised to reap the 
economic benefits of hundreds of thousands of visitors, without the 
need to pay any of the costs, the advisory measure easily passed 
with 59 percent of the vote. Hedgecock secured his own reelection 
victory the following year, defeating Maureen O’Connor, a former city 
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councilwoman serving on the Port Commission who had steadfastly 
opposed the convention center. 

However, the fortunes of both Hedgecock and the convention 
center would soon turn. A consultant hired by the Port District 
delivered a sobering report concluding that $95 million would buy a 
center at least 20 percent smaller than the one promised to voters— 
indeed, smaller than the existing downtown facility. Constructing the 
new convention center as planned would cost another $20 million. 
Embarrassed Port District officials admitted that they had done no 
independent analysis of the costs before the public vote, relying 
instead on numbers furnished by Manchester. Using her position as 
port commissioner, O’Connor publicly assailed Hedgecock, who 
defended the information that was provided to voters. 53 

Both the San Diego Regional Chamber of Commerce and the 
Convention and Visitors Bureau came out in adamant opposition to 
reducing the proposed size of the center to come in under the $100 
million mark. “San Diego has time after time in the past 
shortchanged itself. We’re not going to allow that to happen 
anymore,” chamber president Lee Grissom said. The Port District 
agreed, putting the original specifications out for bid. However, the 
resulting bids put the total cost of the convention center between 
$130 million and $150 million, dwarfing the estimate delivered by the 
port consultant just months earlier.54 

On top of the public outrage over the projected costs, 
Hedgecock was facing accusations related to his role in the 1983 
referendum. Among a series of alleged campaign finance violations, 
the Fair Political Practices Commission (FPPC), a bipartisan state 
commission set up to regulate state and local elections, argued that 
Hedgecock’s political consultant, Tom Shepard, had agreed to work 
on his mayoral campaign for below cost, in exchange for the mayor’s 
help in obtaining the lucrative contract to run the convention center 
campaign. Both Hedgecock and Shepard denied the charges, 
although the mayor was forced from office in 1985 after convictions 
on conspiracy and twelve counts of perjury connected to the FPPC 
complaint. 55 

The Port District delayed the start of construction on the 
complex, hoping to rebid the project after making cost-saving design 
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changes. The second round of bids, however, put the total cost of 
the convention center at greater than $160 million. In the meantime, 
Manchester sued the port, arguing that the unnecessary delays had 
cost his hotels valuable business. The port would eventually pay the 
litigious hotelier more than $11 million to settle the lawsuit. 

Though labeled an obstructionist by Hedgecock and his allies 
and removed from the Port District board by the city council, 
O’Connor proved prophetic in her predictions about the continued 
increases in the cost of building the convention center. She quickly 
emerged as a leading candidate to replace the disgraced mayor. 
O’Connor’s main opponent. City Councilman Bill Cleator, failed to 
stake out a coherent position on the convention center issue. An 
early proponent of the convention center and a general ally of 
developers, Cleator accused O’Connor of opposing a project that 
would put San Diego on the map. At the same time, he criticized the 
Port District for its role in the escalating costs. In the 1986 runoff, 
O’Connor soundly defeated Cleator. 

Fortunately for O’Connor, her inheritance of the troubled 
convention center project was of limited duration. Following voter 
approval of the 1983 ballot initiative to build a waterfront convention 
center, the city council voted to create a nonprofit public corporation, 
the San Diego Convention Center Corporation (SDCCC), to manage 
and operate the new facility. SDCCC was governed by an appointed 
nine-member board of directors; O’Connor would have little control 
over the board and, as a result, not much influence over policies 
governing the convention center. The Port District ultimately agreed 
to fund the entire project at a cost of $164 million, a decision made 
easier by O’Connor’s exit from the Port District board. Construction 
was completed in November 1989. 

Keeping Up with Vegas 


The previewing of the San Diego Convention Center went off like an adlib regional 
fair. It was delightful, clean, happy, charming. It was handled beautifully. . . . Here we 
had the previewing of a building that many citizens had been against, some because 
the early budgets and schemes were wrong and too many who just were against 
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change of any kind unless it meant more comfort or money for themselves. . . . 
Congratulations to the Port District, to the architect, to the politicians and to us. ... I 
have seen San Diego’s future. I feel good! 

—Real estate executive Sanford Goodkin, 198956 


The San Diego Convention Center opened with great fanfare in 
late 1989. Its performance surprised even its strongest proponents, 
with bookings and attendance surpassing initial projections. The city, 
however, was becoming increasingly concerned about the subsidies 
needed to operate the center. With a recession in the early 1990s 
paralyzing public finances, the city needed hotel tax revenue from 
waterfront hotels to offset painful cuts to core city services. For help, 
officials again turned to the Port District. Although the original deal 
had required the port to pay for the construction of the center and the 
city to fund its continued operations, San Diego used its three 
delegates on the seven-member Port District board—one short of an 
absolute majority—to secure additional relief. In exchange for a 
promise from the city’s delegation to support port projects in the 
South Bay, the Port District used $5.6 million of its own money to 
close the convention center’s operating deficit in 1993. Next year, 
the city requested another bailout, although united South Bay port 
commissioners rejected the city’s reauest.57 

The city’s management challenges went beyond a temporary 
budget deficit. Less than two weeks after the convention center 
opened, the city released a study warning that the center would need 
to expand to remain competitive in the feverish arms race that was 
emerging in the national convention market. Hoping to lure major 
events from one another, convention centers across the country had 
begun a series of massive expansions, using their new space as a 
free inducement to win additional market share. The Las Vegas 
convention center was moving ahead with an expansion that would 
make it one of the largest facilities in the world. A second study in 
1991 echoed earlier findings, noting major deficiencies with San 
Diego’s facility and projecting that the needed expansion would cost 
at least $111 million. 58 

The decision by the Republican Party to bypass the city as a 
host for its 1992 national convention, in favor of Houston, cemented 
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in the nninds of nnany convention center boosters the need to 
commence work on a major addition.^ To finance the expansion, 
the city again turned to the Port District, where its plans received a 
chilly reception. With its accounts far less flush than in the 1980s, the 
port was reluctant to invest more money in the convention center. 
Other cities with representation on the Port District board argued that 
San Diego had received its fair share of port largesse and that it was 
now time to shift focus to projects along their own waterfronts. In the 
end, the port agreed to fund up to $47 million of the expansion costs, 
with the city paying the remainder.60 

An advocate of major public projects. Mayor Susan Golding 
threw her support behind the expansion. “If we are to remain 
competitive and retain our large convention trade ... we must get on 
the fast track,” the mayor argued shortly after taking office in 1993. 
“Los Angeles, San Francisco and Long Beach are working hard to 
capture our share of the market. We can’t allow that to happen.” 
Although it had no financing plan in place, the city moved forward 
with the expansion. Despite rising costs, the Port District continued 
to reject the city’s requests for additional funding. 

By 1996, with the convention center designs complete and the 
expansion ready for construction, there was still little agreement on 
how to pay the expected cost, which had climbed to $205 million. 
Issuing a general obligation bond was ruled as not being a viable 
option. Even the popular 1983 proposal, which carried no direct cost 
for the city, would have fallen short of the two-thirds vote threshold 
required by the state constitution. Instead, the mayor directed City 
Manager Jack McGrory to find an alternative way to finance the 
construction. 

McGrory proposed that the city and Port District come together 
to create a new joint-powers authority, a legal entity that was bound 
by neither Proposition 13 nor the debt limitations in the city charter 
and could thus issue bonds without a direct public vote. In turn, the 
city and Port District would lease the convention center from the 
authority at a rate equal to the annual bond payment. Because the 
city would technically be under no legal obligation to renew the lease 
each year, it would not be undertaking new debt and thus not need 
to go to the voters. To make the annual lease payments, McGrory 
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argued that the city could tap its hotel tax revenues, which had again 
begun to grow as the economy improved. McGrory’s plan won 
unanimous support from the city council and the Port District 
board .61 

However, the plan was quickly challenged by local libertarian 
antitax crusader Richard Rider, who filed a lawsuit accusing the city 
of violating its charter and state law. Although city officials were 
confident that they would prevail—indeed, the California Supreme 
Court eventually rejected Rider’s argument—the legal challenge 
promised to paralyze the expansion for months, if not years. 
Convention center supporters argued the delay would be fatal to the 
city’s reputation and would result in staggering losses in convention 
trade. In need of a new financing strategy, McGrory proposed that 
the Port District take the lead on expansion. In turn, the city would 
lease the additional space at a rate necessary to cover its share of 
annual bond payments, ranging between $10 million and $15 million, 
just as it had planned to do with the joint-powers authority. Because 
the city could refuse to renew the lease at any time, all of the 
financial risk would be borne by the Port District. 

This time, opposition to the McGrory plan came from former City 
Councilman Bruce Henderson. In late 1997, Henderson financed a 
drive to call for a voter referendum on the expansion project. Like 
Rider, Henderson argued that the city had violated the spirit of the 
law by proceeding with the costly expansion without a public vote. 
Ahead of the 1998 referendum, San Diego’s business establishment, 
labor unions, and the Convention and Visitors Bureau put together a 
well-funded campaign that spent more than $700,000. Rather than 
framing the vote as a referendum on the city’s and the port’s 
financing plan, the campaign made the expansion itself the subject. 
Opponents of the expansion, led by Henderson, raised a little more 
than $100,000. On Election Day, 60 percent voted in favor of the 
city’s plan, more than the simple majority needed to sustain the city 
council action. 62 

‘‘Expand or Die" 
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This facility is the goose that lays the golden eggs for taxpayers. But like that goose, if 
we don’t protect our investment in this facility, the golden eggs will go away. 

—San Diego Mayor Jerry Sanders, 200863 


The timing of the convention center expansion—completed in 
2001—could not have been worse. The terrorist attacks on 
September 11, 2001, paralyzed the American tourism industry and 
resulted in a sharp downturn for the convention industry. Over the 
following several years, the number of convention attendees across 
the country fell to its lowest level since 1993. Surprisingly, however, 
falling demand did little to slow down the rapid increase in the 
available supply of convention space nationwide. Indeed, more and 
more cities unveiled plans to expand their facilities, in an effort to win 
a larger slice of a convention industry pie that had stopped 
growing. 64 

The San Diego convention center, which had more than doubled 
its exhibition space to over half a million square feet, saw its 
business recover to pre-September 11 levels only in 2005. Even so, 
within several years, city leaders were mulling a second expansion, 
expected to double total convention exhibition space yet again to 
almost 1 million square feet. The city pointed to increasing pressures 
from a growing number of metropolitan competitors, which 
threatened to bump San Diego from the list of the ten largest 
convention destinations in the country, and to the popularity of the 
city’s homegrown Comic-Con event, a comic book and sci-fi festival 
that had attracted a cult following and was the largest event hosted 
at the convention center. In 2008, Comic-Con organizers announced 
that they would be forced to leave San Diego within half a decade 
unless the convention center grew to keep pace. Despite its large 
size, the economic impact of Comic-Con was unclear, because many 
attendees were locals already contributing to the regional economy. 

Mayor Jerry Sanders threw his support behind the expansion, 
appointing a committee made up of seventeen tourism industry 
officials and other convention center supporters to develop a plan for 
another expansion of the center. The “expand or die” hysteria, as the 
Union-Tribune described the push for the first expansion, had only 
grown louder. In late summer 2009, the mayor’s committee came out 
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in support of adding additional capacity at the center at a cost of 
more than $750 million, easily the largest public works project in the 
city’s history. Amortized over three decades, the city’s annual bill for 
the expansion would likely exceed $50 million. 

From the start, Sanders had argued that the city’s General Fund 
and its redevelopment budget would not provide any money for the 
project. The Port District said it, too, would be unwilling to bankroll 
the expansion, as it had done with the original construction and the 
last round of additions. Indeed, the Port District had planned to use 
the land eyed by the convention center to build a new hotel, and 
insisted that the proposed expansion proceed only if the Port District 
was able to receive market-rate rent in exchange. In contrast, the 
city was still paying just $1 a year for its lease on the original 
convention center facility. 

Aside from endorsing the expansion plans, the mayor’s task 
force offered little guidance on how the construction would be 
financed. The committee expressed support for a publicly run hotel 
in conjunction with the expansion, which could provide revenues to 
offset the annual bond payments. In addition, the group pointed to 
new surcharges on tourist-related amenities like the San Diego Zoo 
and SeaWorld, and endorsed a tax assessment on hotel occupants. 
Under Proposition 218, the assessment would require a majority 
vote among hotel owners before it could be levied. Several major 
tourism industry officials expressed support for the assessment, 
although they made clear that their endorsement was conditional on 
the money going to finance the expansion rather than helping close 
a growing deficit in the city’s General Fund budget. 


Balboa Park: Another Century of Magnificence? 


Balboa Park is one of the very most beloved institutions in Greater San Diego. 
Beyond the incalculable natural and cultural value, it is also an economic 
powerhouse, adding to the wealth of the region through tourism, property value, direct 
use and health value, environmental savings and more. It is like a goose with a 
constant stream of golden eggs, but it is a threatened goose which could fail if it is not 
replenished and revived. 
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—Center for City Parks Excellence, 200665 


Even as San Diego laid plans for its second convention center 
expansion, one of the city’s biggest destinations for out-of-towners 
was facing an existential crisis. The 1,200-acre Balboa Park 
recreational area that houses the city’s world-famous zoo along with 
dozens of other cultural institutions and serves as an attraction for 
millions of visitors was one of the biggest victims of chronic fiscal 
austerity. As part of the city’s Parks and Recreation Department, 
Balboa Park had seen its budget allocation dwindle in recent years 
even as it confronted a growing list of maintenance and improvement 
needs. 

In 2006, several local foundations with close ties to the 
institutions located in the park launched an effort to highlight the 
problems at the park ahead of the celebration to mark the 1915 
Panama-California Exposition, the event that put San Diego on the 
world map and from which modern Balboa Park emerged. 
Unfortunately, consultants brought in by the foundations painted a 
dire picture. Not only was the park ill prepared to mark its centennial, 
but years of underfunding had raised questions about its continued 
viability as one of the largest public parks in the country. The city had 
scant resources to clean up a defunct fifty-acre landfill in the center 
of the park, much less afford an ostentatious campaign to mark the 
1915 celebration.^ Building on the city’s experiments with public- 
private partnerships, such as the 1998 Petco Park agreement (see 
Chapter 6 1. the foundations recommended the creation of a private 
conservancy to raise new funds for the park and take over a 
significant portion of the management responsibilities from the city. 

Challenges in the New Millennium 


[L]ike the famous experiment which showed that frogs will ignore the gradual heating 
of their water until they suddenly succumb, the deterioration of the park is proceeding 
despite the lack of public outcry. . . . Balboa Park’s problems are due not to frogs and 
hot water, of course, but to the interrelated scourges of inadequate funding and 
disjointed management. 
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—Center for City Parks Excellence, 200867 


By bringing new attention to the city’s largest park, preparation 
for the 1915 commemoration helped expose decades of city neglect. 
In the mid-1980s, at the park’s nadir, individual museums located 
within its boundaries and other park institutions took the lead in 
funding badly needed upgrades. Their efforts spawned a number of 
philanthropic groups committed to supporting the park’s cultural 
institutions. However, few efforts focused on providing funds for the 
operation of the park itself. In 2006, the park had received less than 
$700,000 in direct private suDDort.68 

The election of Mayor Jerry Sanders marked two important 
developments that contributed to the deteriorating health of Balboa 
Park. Elected on a platform of cutting waste and bringing the 
municipal budget back to balance in the aftermath of the pension 
fiasco, Sanders found the job far more difficult once in office. The city 
council opposed cuts to popular programs and the closure of 
neighborhood parks and libraries located in their districts. In turn, the 
Sanders budgets continued the practice of shorting basic 
maintenance and further reduced funding for less visible park 
department functions such as landscaping. 

In addition, as the city’s first “strong” mayor, Sanders took 
charge in restructuring the city bureaucracy previously operating 
under an appointed city manager rather than an elected chief 
executive. Under the old council-manager system, Balboa Park was 
managed by a department tasked with overseeing the city’s entire 
parks inventory, including several other developed regional parks. 
There was no dedicated management oversight for Balboa Park. 
Under the Sanders reorganization, city departments were further 
consolidated, with park planning moved into the citywide Planning 
Department and maintenance delegated to its Public Works unit. The 
change, along with a years-long hiring freeze, contributed to a loss of 
staff and institutional memorv.69 

As the city effectively dismantled its structure for managing 
Balboa Park, it confronted a series of new challenges. A 2003 study, 
commissioned with a state grant, documented considerable 
problems related to transportation to and within the park. The study 
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recommended a new circulation system and a complete overhaul of 
parking, at a cost of $500 million. With the pension crisis blocking 
city access to municipal bond markets, the recommendations were 
quietly shelved. A second analysis, commissioned by several San 
Diego foundations, identified nearly $250 million in needed work, 
including badly deferred maintenance and projects promised under 
the park’s master plan but never funded by the city. 70 

Despite its symbolic stature among residents and visitors, the 
park has remained a low priority for elected officials. With most of the 
festering problems hidden beneath the surface, no natural electoral 
constituency or public official emerged to champion the park’s cause. 
Indeed, most voters appeared oblivious to the problems. In a phone 
survey funded by the foundations, a surprising 95 percent of 
respondents rated their satisfaction with Balboa Park as either 
“excellent” or “good.” Patrons of the park’s cultural institutions 
remained reluctant to front their own money, fearing that it would be 
diverted to other parts of the city’s budget. With other pressing 
concerns taking center stage in the political arena, the city did not 
seem a likely source for the park’s salvation. 71 

A Going-Private Strategy 


My hope would be that we would have an entity that would bring the focus and 
attention to the park. A nonprofit partner whose sole purpose is to champion the park 
would get us to where we need to be. 

—City Councilman Todd Gloria, 200912 


With the city’s General Fund an unlikely source of new money 
and no public champion making a case for increased investment in 
the park, foundation consultants identified several options for raising 
capital to fund existing Balboa Park projects and prepare for the 
centennial. Two strategies—seeking higher taxes and the creation of 
a regional park district—^were largely ruled out because they would 
require voters to approve new property taxes or assessments. Two 
others—a partnership with the county and the formation of a private 
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conservancy—were referred for further study to the city’s Balboa 
Park Committee, a group of private citizens serving in an advisory 
capacity to the mayor and city council. 

Echoing the consultant’s findings, the committee noted that it 
saw “no evidence of civic or political will to increase taxes to support 
Balboa Park in the future.” Although it encouraged the city to 
continue working on closer collaboration with the county, the 
committee noted the “financial and political impediments” that stood 
in the way of creating a joint-powers authority to manage the park. 
The county was already busy with planning its own downtown park 
on county-owned land located near the County Administration 
Building. 73 

While calling on the city to ensure that Balboa Park would 
remain public in perpetuity and to ensure that privatization never be 
allowed, the committee endorsed the creation of a nonprofit 
conservancy to raise private funds and, over time, to assume 
increased managerial responsibilities over the park. Such a 
conservancy, the committee argued, would encourage private 
benefactors interested in giving to the park but worried that their 
donations would be diverted for other city uses. Leveraging private 
funds and future city bond proceeds, the conservancy could take the 
lead on moving ahead with the deferred projects. 

Noting the potential for cost savings, the city’s committee noted 
that Balboa Park “might benefit from being run with business 
efficiency principles.” However, it urged that “profit motives related to 
business practices should never be allowed to overshadow the 
general public benefit of this public resource.” Ironically, the job of 
designing an institution to both reassure sponsors that the 
mismanaged city would be kept at arm’s length from the park’s 
private endowment, and ensure voters that the conservancy was 
serving public ends, would fall to city officials. In the short term, 
delegating to a conservancy would do little to provide Balboa Park 
with new revenue. It would, however, free elected officials from the 
responsibility of identifying additional public funds to support the park 
and, perhaps, shield them from direct blame for having allowed it to 
deteriorate so dramaticallv.74 
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Faustian Bargains? 


[E]ven in the incredible public relations efforts associated with general plan updates 
and environmental impact reports, the irony of popular participation is that it creates 
new problems calling for creative solutions that only large-scale corporate developers 
have the ability and interest to provide. Progressive grassroots movements for tax 
reform, environmental regulation, and growth control simply increase local 
government’s dependence on the private sector. 

—Richard Hogan, The Failure of Planning, 200315 


In San Diego, the process of long-range planning—designed to 
assist the community in agreeing on and preparing for its future—is 
fundamentally broken.76 Part of the problem is that the city’s 
residents and other civic stakeholders share no well-recognized 
vision for the city’s future. This dissensus has only increased over 
the past twenty years, with the growing divergence in the quality of 
life and city services between voters in the newer areas of the city 
and those living in its older, more diverse neighborhoods. Over the 
same period, growing fragmentation in the business community has 
further weakened its ability to spearhead broad-based planning 
efforts, thus ceding ground to private entrepreneurs. 

Equally important, since the early 1990s, the City of San Diego 
has lacked a coherent institutional foundation for carrying on rational 
planning functions. In response to a sex scandal in the city’s 
Planning Department, tasked with charting the long-range course for 
the city, direct city council control over planning functions was 
eliminated in 1992. This change, along with sharp cutbacks in 
planning staff in response to the post-Cold War recession, 
effectively neutered the department and shifted staff focus and 
energy from long-range planning to serving the interests of the real 
estate development community.77 Since then, the city’s planning 
approach—dependent, in large part, on ad hoc citizen committees of 
civic notables, usually appointed to make the case for favored 
projects, not to provide an impartial analysis of them—has served 
the interests of its elected officials and private developers but has 
poorly represented its residents. Rather than professional planners. 
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the city’s priorities have been defined by special interests like Padres 
owner John Moores (library), hotelier Doug Manchester (convention 
center), and developer Ernest Hahn (city hall). 

In addition, political developments since 1990 have further 
shifted the city’s focus away from responsible planning. The advent 
of district elections, according to political consultant Larry Remer, 
has forced “growth issues to move down to the neighborhood level 
so they could be sorted out,” empowering local groups but also 
taking broader planning questions off the city council agenda. 78 
Community planning groups, a growing presence in city 
development politics over the past two decades, have taken a 
markedly not-in-my-backyard approach by focusing on the 
prevention of unwanted local development. They have, however, 
done little to address festering citywide issues. Partly as a result, the 
void has been filled by private entrepreneurs, with the capacity to sell 
their projects to the public, and ambitious mayors interested in 
legacy-building projects who have taken the lead in shaping the 
city’s overall agenda. 

The absence of agreement among San Diego’s civic elite and its 
citizens about what the future of the city will look like and the 
incapacity of local planning institutions are only partly responsible for 
the ad hoc quality of the local development process. The process is 
ad hoc in the sense that growth occurs via a series of disconnected 
projects; when a new project conflicts with an existing planning 
document, the latter is the one most easily jettisoned. An equally 
important ingredient since the early 1990s has been a shift in 
emphasis among local elected officials, from a citywide and long¬ 
term to a district-based and short-term focus. District elections 
reward politicians who deliver benefits that are narrowly targeted, 
visible to voters, and attributable (i.e., a politician can readily claim 
credit for them). There are few incentives to maintain larger public 
goods, such as Balboa Park, where costs are visible to voters and 
benefits are less visible, widely diffused among residents, and 
difficult for individual politicians to credibly claim credit for. 

The final element consists of post-Proposition 13 rules that 
require supermajority support for raising taxes. Presumably, this high 
bar ought to enhance the prospects of projects with widespread 


197 


support among voters while diminishing those favored by small 
majorities or minorities. Proposition 13 did not, however, change the 
electoral calculus of politicians, who are reelected on the strength of 
bare (usually small) majorities. In practice. Proposition 13 has made 
it difficult, but not impossible, for San Diego’s elected officials to give 
majorities of voters the projects they want; the same might be said of 
the city’s dire fiscal straits. Thus, there are ample incentives to either 
hide the true costs of public projects or to rely on financing 
mechanisms that do not require voter support. Unfortunately, such 
mechanisms tend to be the least transparent to voters and not 
always consistent with sound fiscal management, let alone a 
rational, deliberative planning process. 
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The Limits of Pubiic-Private Partnerships 

6 Redevelopment, San Diego Style 


[Regarding Petco Park-East Village] we have also not gotten money to pay for parks, 
fire stations, churches or other services downtown. There are no water fountains or 
public restrooms there. We are getting a privatized downtown, with laws and gates 
erected all over the place that say pedestrians are not welcome. 

—Bruce Henderson, former city councilman, 2007± 


Since the early 1980s, the City of San Diego has lavished money 
and other public resources on redevelopment projects in and around 
its downtown core. In the 1990s, public investment in downtown 
redevelopment accelerated even as the city’s financial position 
deteriorated and its basic infrastructure sank into disrepair. San 
Diego’s downtown renaissance culminated in 1998 with a mammoth 
redevelopment project that combined construction of Petco Park, a 
baseball stadium for the San Diego Padres, and ancillary 
development in the once-moribund East Village. The project, which 
involved cooperation among several public agencies and a private 
corporation, the Padres, is widely hailed as a public-private 
partnership worthy of emulation. Similarly, through two public-private 
partnerships (P3s) to redevelop land formerly owned by the U.S. 
Navy, local officials have secured much-needed private capital for 
transforming San Diego’s waterfront. 

San Diego is not the first city to tap private-sector know-how to 
achieve public redevelopment objectives.2 The disappearance of 
federal funding for urban programs and growing fiscal austerity over 
the past few decades have forced cities to develop alternative 
means of financing redevelopment programs. Today, cities are 
making liberal use of business improvement districts, tax increment 
funds, revenue bonds, and sin and hotel taxes to finance renewal 
initiatives. To attract investors, businesses, residents, and visitors, 
San Diego and other cities have adopted entertainment-oriented 
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redevelopment strategies, in the hopes that sports franchises, retail, 
and tourism will replace the jobs and revenues once supplied by 
manufacturing activities. 

This chapter evaluates San Diego’s major post-1990 downtown 
and bay-front redevelopment efforts featuring P3s. San Diego’s 
approach is unique in at least two key respects. One major 
difference is the extensive use of public-private redevelopment 
partnerships that delegate substantial public resources and powers 
to the private sector.3 Indeed, San Diego has used P3s more 
extensively and, with Petco Park, on a larger scale than is typical of 
cities elsewhere. These partnerships put city staff and elected 
officials in the unfamiliar role of negotiating convoluted contracts— 
spelling out each partner’s rights and responsibilities—and 
monitoring private actors wielding expansive public powers.4 The 
degree to which they have succeeded (or not) in these roles has 
determined the extent to which the city’s redevelopment efforts have 
produced public, rather than private, payoffs. 

A second difference lies in the decision to delegate 
responsibility for overseeing complex partnerships to special 
nonprofit corporations. In doing so, San Diego has instituted a 
markedly different structure for governing its redevelopment activities 
from that of other California cities. As quasi-independent nonprofit 
corporations, the city’s two primary redevelopment agencies—the 
Centre City Development Corporation and Southeastern Economic 
Development Corporation—feature separate boards of directors, 
staffs, legal counsels, and budgets, and are responsible for 
managing and implementing particular programs and projects on 
behalf of the city. The critical question is whether such entities act as 
able public agents encouraging needed investment in crumbling 
urban cores and promoting projects of public benefit.5 

San Diego’s unique mix of institutions has succeeded in 
securing greater resources for redevelopment and involving the 
private sector in reshaping land-use patterns downtown. In a city 
where local residents refuse to tax themselves to pay for public 
benefits and prefer private-sector actors to take the lead, these are 
notable accomplishments. On the downside, however, these 
institutions have produced P3 agreements heavily weighted toward 
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private actors. Further, by off-loading oversight responsibilities to 
nonprofit corporations that view downtown real estate interests, not 
local residents, as their core constituency, public officials have 
allowed private actors to renege on their promises. Were San 
Diego’s private-sector partners as public spirited as their advertising 
brochures suggest, such shortcomings would cause little concern. 
Unfortunately, they are not, and their record of self-interested 
behavior shows San Diego’s redevelopment regime to be as naive 
as it is innovative. 


San Diego’s Shadow Government 


San Diego’s redevelopment agency—established to eliminate blight and revitalize 
older neighborhoods—is in crisis. . . . Critics charge that redevelopment lacks public 
accountability and benefits influential private interests more than the public. ... A 
unique problem in San Diego is how redevelopment is organized. 

—Michael Jenkins, former assistant director, City of San Diego Community and 
Economic Development Department, and Norma Damashek, vice president, San 
Diego League of Women Voters, 20076 


A Nonprofit Corporation Approach 


Redevelopment policy in California is structured by the 
California Community Redevelopment Act of 1945, which gives cities 
and counties authority to establish redevelopment agencies to 
address urban decay and to apply for federal funding. In 1958, the 
city council established the Redevelopment Agency of the City of 
San Diego to reduce blight in certain areas. The agency is 
essentially a legal fiction. The city council serves as the board of 
directors. Initially, the city manager served as the agency’s executive 
director. In 2005, voters approved a mayor-council form of 
government under which the mayor assumed these duties. The 
agency has no staff of its own but contracts with the City of San 
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Diego for accounting, purchasing, and legal services. It also 
contracts with the city for redevelopment staff needed to manage 
eleven project areas and to provide oversight for six others managed 
by two nonprofit development corporations./ 

In 1975, at the behest of Mayor Pete Wilson, the city council 
created the Centre City Development Corporation (CCDC) to 
eliminate blight and revitalize the downtown area. Initially, CCDC 
was assigned to manage Horton Plaza, a massive redevelopment 
project designed to establish a retail hub downtown. The jurisdiction 
of CCDC was expanded in 1976 (Columbia and Marina project 
areas), in 1982 (Gaslamp Quarter), and most recently in 1992 (Little 
Italy, Cortez Hill, and East Village). Fig ure 6.1 shows the location of 
the different project areas managed by CCDC. In 1981, the city 
chartered the Southeastern Economic Development Corporation 
(SEDC) to implement economic and redevelopment projects in 
southeast San Diego. Both entities are governed by boards of 
directors appointed by the mayor and city council.8 

CCDC and SEDC were both created to circumvent civil service 
procedures that govern the hiring of outside consultants and project 
management staff. Both corporations are able to bypass the public 
contracting procedures adopted by the city. Indeed, CCDC was 
created precisely because local public officials believed these rules 
to be time consuming and cumbersome (i.e., developer unfriendly). 
The boards of these agencies are staffed by insiders—developers, 
lawyers, consultants, and activists—many of whom have a vested 
(and, too often, financial) interest in the projects they manage. 

San Diego’s redevelopment agencies are funded by a mix of tax 
increment funds, federal Community Development Block Grants, 
bond proceeds, and city loans. The tax increment forms by far the 
largest revenue source. For each project area, a base-year 
assessed valuation for purposes of taxing property is established. 
Tax increment revenue refers to the taxes collected annually as a 
result of any increase in the tax value of the property above the 
base-year assessment.9 Rather than flow into the city’s General 
Fund and to other local government agencies, the redevelopment 
agency keeps the tax increment. These funds are carried over from 
year to year and used to fund new projects. 
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San Diego is the only big city in California that has chosen to 
delegate its central redevelopment functions to nonprofit 
corporations-lQ The city’s recent experience with these corporations, 
however, has raised questions about whether such arrangements 
protect the interests of local residents. In 2008, CCDC Executive 
Director Nancy Graham unexpectedly resigned amid conflict-of- 
interest charges related to her involvement with private developers 
lobbying for CCDC-backed projects downtown. Meanwhile, SEDC’s 
Chief Executive Officer Carolyn Smith was fired over allegations of 
unapproved and extravagant executive compensation bonuses. 
Such scandals, combined with management and performance 
concerns raised by the San Diego County Grand Jury, have led to 
calls to reevaluate San Diego’s shadow-government experiment. 
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FIGURE 6.1 Project areas of the Centre Cit)' Development Corporation 
s OUR c E : Centre Citjr Development Corporation 


In fairness, until the 1970s, redevelopment agencies in other 
California cities, including Los Angeles and San Francisco, also 
resembled shadow governments. Local redevelopment officials 
regularly placed the concerns of businesses and real estate 
developers over those of existing neighborhoods and residents. 
Unlike San Diego, redevelopment in these cities was carried out by 
municipal agencies on a citywide level without spin-off corporations 
managing specific projects. In some cities, mayors and city councils 
even appointed citizen commissions to oversee redevelopment 
programs; however, local boosters typically dominated such boards. 
Other cities opted to retain redevelopment powers in the hands of 
elected officials. 
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starting in the 1960s, popular backlash against redevelopment 
—expressed in lawsuits and the reassertion of mayoral and city 
council oversight and control—altered redevelopment efforts in Los 
Angeles and San Francisco. By the late 1980s, redevelopment 
priorities and investment in L.A. had shifted from downtown 
commercial projects to outlying blighted communities, with a focus 
on affordable housing and neighborhood revitalization. In San 
Francisco, the pace and scale of downtown commercial 
redevelopment declined with voter-approved growth-control 
initiatives.!! Not so in San Diego. While other California big cities 
were reprioritizing redevelopment projects and investments and 
scaling back central city revitalization, San Diego pursued full-throttle 
downtown redevelopment. 

Table 6.1 compares redevelopment revenues and expenditures 
in Los Angeles, San Francisco, and San Diego between 1990 and 
2003, the year before Petco Park opened. In San Diego, CCDC 
directed nearly 80 percent of the city’s total redevelopment 
investment downtown. In contrast, Los Angeles invested 61 percent 
and San Francisco 70 percent of redevelopment dollars downtown. 
Since 2003, as San Diego’s downtown project areas have begun to 
approach their legal caps in the amount of property tax revenues that 
CCDC can collect, the city has worked to diversify its investments, 
increasing the amount of money spent in areas outside downtown. In 
2010, CCDC scored a major political victory when state 
Assemblyman Nathan Fletcher authored legislation eliminating the 
ceiling on downtown redevelopment dollars, in preparation for 
investing potentially $500 million in a new downtown football stadium 
for the San Diego Chargers. 12 
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TABLE 6.1 Ta.x increment, redevelopment revenue, and spending in Los 
.\ngeles, San Francisco, and San Diego, 1990-2003 (millions of 2000 dollars) 


City asency 

T.IV increment 

Total revenues’ 

Total expenditures 

Los .\ngclcs Community 

1,400 

2,400 

3,100 

Redevelopment .Agency 

Downtown® 

975 

1,500 

1,900 

Sl\tre of city wide total 

68% 

62% 

61% 

San Francisco Redevelopment 

350 

1,300 

2,000 

.Agency 

Downtown' 

243 

936 

1,400 

Sl\tre of eitywide total 

69% 

72% 

70% 

San Diego Redevelopment 

434 

646 

868 

.Agency 

CXiiKJ (downtown)** 

364 

556 

677 

Sl\tre of city wide total 

84% 

S6% 

78% 

SEDe 

24 

40 

87 

Sf\tre of city wide total 

6% 

6% 

10% 

City Redevelopment 

46 

50 

103 

Division (dll other)' 

S/\jre of city wide total 

11% 

8% 

12% 


sources: Calitoroia State CoDirollci. Redtfelopment Ageniies Amual Report, vaiious years. 

NOTE: Adjusted to 2000 dollars using the tmplicit Price Deflator. 

‘Includes some sales and transient.occupancy taxes collected in piojcct areas, federal grants, aud 
other forms of iucoine. 

includes Little Tokyo, City Center. Chinatown. Central Industrial. Central Business District, 
Council Disuict 9/Sonth of Santa Monica, and Bunker Hill project areas. 

'Includes Rincon Point and South Beach; South of Maiket, Golden Gateway, and Federal Office 
Building; and Yerha Bnena Center project areas. 

includes Centre City. Columbia, Gaslamp Quarter, Horton Plaza, and Marina project areas. 

‘Includes Central Imperial. Dells Imperial. Gateway Center. Mount Hope, and Southetest project 
areas. 

Includes Barrio Logan. City Heights. College Community. Oollcge Grove, Cio«src<ads. Grantville. 
Linda Vista, Market Street, North Bay, North Park. Naval Training Center, San Y'sidto, and San Diego 
State University project areas. 


Delegation or Abdication? 


More than most cities, San Diego has embraced redevelopment 
P3s as an integral downtown revitalization strategy. Indeed, CCDC 
was created to facilitate a redevelopment P3 between the City of 
San Diego and developer Ernest Hahn to build a retail center in the 
heart of the city’s historical but dilapidated downtown. CCDC fulfilled 
its role, limiting public involvement and helping clear the area to 
make space for the mammoth project. Horton Plaza, an outdoor mall 
based on an Italian hill design, was completed in 1985, at a cost of 
$140 million, including $40 million in public funds and a timely loan 
from the state. 


206 
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Agency developers 

SEDC 

FIGURE 6. z Nested structure of San Diego redev'elopment relationships, 

1990-2005 

Fig ure 6.2 maps the complex system of nested delegations 
used to undertake San Diego’s downtown redevelopment program 
up to 2005, when the strong-mayor system replaced the council- 
manager form of government. At each link in the chain, there is a risk 
of shirking by public officials and/or private developers, which allows 
the city’s redevelopment activities to diverge from its ostensibly 
public mission. In particular, the link between the city council and the 
redevelopment agency has been fraught with legal ambiguity and 
institutional incapacity. Although the city council acts as the board of 
the redevelopment agency, it has delegated management and 
oversight responsibilities first to the city manager and later to the 
mayor. 

Although city-appointed boards are supposed to manage the 
two development corporations on behalf of the city, a series of public 
controversies and recent audits has exposed deep problems within. 
Board members are supposed to serve fixed terms, although many 
routinely stay on years after their commissions expire.13 In addition, 
CCDC and SEDC administrators regularly awarded bonuses and 
pay increases to themselves and signed no-bid contracts without the 
knowledge of their boards. Thus, there has been little oversight of 
the redevelopment agency, CCDC, or SEDC, let alone private-sector 
partners. The city manager had little incentive to scrutinize their 
activities, as criticism of them would inevitably implicate the city 
council. As a result, no independent reviews of the redevelopment 
agency, CCDC, or SEDC were conducted until recently. 

In 2008, the San Diego County Grand Jury, a public watchdog 
group set up to investigate the operations of public agencies, 
concluded that the redevelopment agency had failed to exercise 
effective oversight over CCDC.14 In 2009, a follow-up report cited a 
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wholesale lack of financial and operational accountability in the 
relationship between the agency and its quasi-public agents. The 
report also found that redevelopment activities carried out by San 
Diego’s various agencies and partners were marked by confusion in 
the lines of authority. 15 


Field of Schemes? Petco Park Reconsidered 


We had the most extensively planned ballpark in the history of mankind. ... I don’t 
think most people are aware that it was the largest redevelopment program in North 
America. 

—Former San Diego Padres owner John Moores, 200516 


Over the past ten years, downtown San Diego has been 
transformed by new construction supported by more than $1 billion 
in private investment activity.!? A cornerstone of this latest 
redevelopment phase is Petco Park—a new $454 million stadium for 
the San Diego Padres. Most of the stadium’s costs were borne by 
the public sector under a redevelopment P3 among the City of San 
Diego; the Port District; CCDC; and JMI Realty, the real estate arm 
of Padres owner John Moores. The structure of this P3 agreement— 
up-front public stadium financing in exchange for ancillary private 
development—cast both public- and private-sector actors in 
unfamiliar roles. Most peculiar were provisions that invested JMI 
Realty with expansive rights and authority to reshape land-use 
patterns within a twenty-six-block area of downtown known as East 
Village. Under the 1998 agreement, JMI became responsible for 
developing new office parks, retail centers, public open space, and 
affordable housing on behalf of San Diego residents. 

San Diego’s ballpark project has been cited by scholars and 
practitioners as a new redevelopment paradigm, an exception to the 
conventional wisdom that new sports facilities produce few economic 
benefits. 18 Planning scholar Tim Chapin, for example, portrays San 
Diego as the archetypal entrepreneurial city. 19 According to this 
view, local government officials assumed the lead role in cobbling 
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together resources, marshaling public support and parlaying up-front 
financing into back-end profits. Proponents of this view cite the 
tremendous surge in private investment activity in the East Village 
following completion of the new stadium as evidence of San Diego’s 
successful experiment with municipal capitalism. 

This salutary account distorts the basic facts of the ballpark 
episode. San Diego’s ambitious redevelopment P3 is a story of failed 
delegation, not of municipal leadership. We offer an alternative 
account to the conventional wisdom, detailing troubling aspects of 
the process leading to approval of the 1998 agreement and 
problems with implementation. Four years into the partnership, this 
“innovative” P3 was on life support, thus necessitating an overhaul of 
initial plans that increased public-sector costs while allowing the 
Padres to renegotiate the terms of the P3 to enhance private 
benefits. Ten years out, there is strong evidence that the bulk of the 
benefits from East Village revitalization have been captured by 
private developers, whereas many of the costs have been borne by 
San Diego residents. These problems are rooted in shortcomings in 
the P3 agreement and the institutional structures that gave rise to it. 

The project’s apparent strength—a contractual link between the 
City of San Diego’s contribution to stadium construction and the 
team’s commitment to invest significant capital in nearby 
neighborhoods—created perverse incentives for local elected 
officials. In bundling together the ballpark and much of the city’s 
downtown redevelopment program, the arrangement gave the team 
substantial bargaining advantages. These were used by the Padres 
to renegotiate more favorable terms after work on the ballpark had 
begun. Initially, the project allowed elected officials to claim credit for 
retaining a popular sports franchise (the Padres) and achieving 
growth at little cost to taxpayers. Unfortunately, these officials had 
little motivation to protect San Diegans from the project’s financial 
risks or to compel JMI to live up to its promises, especially if doing so 
threatened to grind downtown redevelopment to a halt. 

San Diego’s Sports Misadventures 
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The impetus for San Diego’s downtown ballpark came in the 
form of a 1996 agreement between the city and its professional 
football franchise, the San Diego Chargers, to renovate Jack Murphy 
Stadium. Both the Chargers and the Padres paid rent to the city to 
use the stadium for home games. The city’s position entering the 
1996 negotiations was decidedly weak. The Chargers were coming 
off their most successful season, having made it to the Super Bowl 
for the first time. Local officials had previously acknowledged that the 
stadium’s current size (sixty-one thousand seats) and state of 
disrepair would require upgrades to keep it a competitive Super Bowl 
site. In the final agreement, San Diego contributed $60 million for 
stadium improvements and offered the Chargers a ticket guarantee 
of sixty thousand for all home games. If attendance were to fall 
below that level, the city would reduce the team’s rent to make up 
the shortfall. 

The 1996 agreement was a fiscal and political disaster. 
Renovation costs ballooned to $78 million because of the poor 
quality of the soil and efforts to make the facility earthquake-proof. 20 
The ticket guarantee ended up costing far more than anticipated 
($36 million between 1997 and 2004). Before signing the agreement, 
local officials never checked previous attendance records, which 
would have revealed that a sixty thousand threshold was wildly 
ODtimistic.21 

The Chargers deal provided ammunition for Padres owner John 
Moores’s campaign for a new baseball-only stadium. Citing annual 
operating losses, he claimed that the team would be unable to 
compete with baseball franchises playing in more modern venues. 
Facing the prospect of losing the Padres, Mayor Susan Golding 
appointed a task force to study the stadium issue. In response to the 
task force’s recommendation that a new facility be constructed, the 
city entered into negotiations with the Padres. In 1997, a second 
ballpark task force was created to identify a site for the new stadium 
and to explore alternative financing arrangements. 

Bypassing City Haii 
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To build support for a new ballpark using public resources, city 
officials opted to convene a special task force rather than work 
through city government. The Task Force on Ballpark Planning, 
comprising seventeen private citizens drawn mostly from the 
business community, was appointed in June 1997. The task force 
alternative offered several advantages. First, those appointed to the 
task force felt that local elected officials were attempting to avoid 
blame should the project fail. 22 Second, the task force route helped 
the mayor, who hoped to use a high-profile deal to build her 
credentials for higher office, to shape the final ballpark proposal by 
appointing only those sympathetic to the project to the task force. 
Although this made sense as a political strategy, the task force 
largely bypassed professional planners and other staff with 
redevelopment expertise. 

Members of the task force worked to craft a deal that would 
justify the massive public investment needed to build the new 
stadium. Downtown was appealing, as it would enable the city to tap 
a variety of redevelopment funds. The East Village, located near the 
Gaslamp Quarter and convention center, was identified as an area 
that might support the hotels, retail, and office projects that local 
public officials envisioned. With the city formulating plans to expand 
the convention center, the long-ignored neighborhoods in the East 
Village were emerging as San Diego’s most desirable real estate 
investment opportunity. 

The task force’s final report agreed with the Padres that the 
team could not remain financially viable at the now-renamed 
Qualcomm Stadium and recommended that the city pursue an 
agreement on a new stadium in the East Village.23 The task force 
also urged the city to link public financing for a new stadium to a 
massive East Village redevelopment project that would create new 
hotels and businesses. Such ancillary development would yield new 
revenues that the city would need to pay off its stadium bond 
obligations. Linking the ballpark to private-sector investment also 
provided a political solution for how to sell the expensive project to 
local voters. The slogan offered by ballpark supporters in the 
campaign for voter approval for the public subsidy would be “more 
than a ballpark.” 
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A Memorandum of Misunderstanding? 


Once the task force had blessed the downtown site, Mayor 
Golding and the Padres negotiated a memorandum of understanding 
(MOU) that specified the division of labor and financial obligations of 
all parties. In addition to the City of San Diego and the Padres, the 
1998 MOU involved CCDC and, later, the Port District. The basic 
structure of the deal was financing for a new stadium in exchange for 
ancillary development within a seventy-five-acre (twenty-six-block) 
district in the East Village. The city agreed to shoulder the costs of 
building the stadium. In return, the Padres assumed responsibility for 
revitalizing the area around the stadium. The estimated cost of the 
ballpark project was set at $411 million, with $267.5 million for the 
stadium and $143.5 million in infrastructure improvements and land 
acquisition. 

The City of San Diego assumed primary responsibility for land 
acquisition in the East Village and the needed up-front financing for 
stadium construction. The city’s initial commitment to the ballpark 
totaled $186.5 million. It was also on the hook for $38.5 million in 
land acquisition. Together, these obligations totaled $215 million. 
With the city already facing a budget crunch and local officials 
unwilling to raise taxes, the bulk of this funding would come from 
bonds backed by future transient-occupancy tax (TOT) revenue. 24 
The city contributed another $50 million in land acquisition through 
CCDC, which controlled the tax increment revenue harvested from 
project areas downtown. The Port District stepped in at the last 
minute to fill a $21 million shortfall. Port District funds were slated for 
infrastructure upgrades, such as pedestrian bridges, wider streets, 
and intersections. 

The Padres were asked to put up $115 million for the project, 
$81 million to help build the stadium and $34 million for land 
acquisition and infrastructure. The $115 million figure, however, is 
misleading. The 1998 MOU allowed the team to pay for its share of 
the stadium via a variety of credits, including concession revenues 
and naming rights to the stadium. In 2003, retail giant Petco secured 
the naming rights for $60 million. The city, which retained a 70 
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percent interest in the stadium, received none of this money. Thus, 
the money from concessions and the stadium marquee that went to 
pay for the Padres’ share was essentially another subsidy given to 
the team. 25 

The most significant project delegation involved not resources 
but authority. In addition to supplying $215 million in public money, 
the city gave JMI a nearly free hand to redevelop a twenty-six-block 
area of downtown. The mix of ancillary development was to include 
hotels, office buildings, retail space, a park beyond the outfield walls 
of the stadium, and residential development, including affordable 
housing. The city and the team agreed on a flexible schedule for the 
ancillary development that would, it was hoped, result in substantial 
new TOT revenues that the city could tap to repay its stadium bonds. 
The 1998 MOU, however, gave the Padres the authority to change 
the precise mix of ancillary development—as long as the changes 
did not reduce the value of the development or the amount of TOT 
revenue it would deliver: 


The Developer will have the right to fine-tune its mix of hotel, office, retail, residential 
and other development space within the District at any time prior to the completion of 
Phase 1 ... in order for the development program to respond to market conditions. . . 
. The Padres/Developer shall have the right to transfer all or part of these rights and 
obligations to an entity reasonably acceptable to the City and [Redevelopment] 
Agency, and the parties recognize that market demand shall be the critical 
determinant in the ability of the Padres/Developer to commit by April 1, 1999 to the 
high level of Phase 1 development contemplated. 26 


This and other clauses gave the Padres substantial flexibility in 
determining the mix of ancillary development and, by implication, the 
extent of the ballpark project’s public benefits. 

From a business perspective, the 1998 MOU looked like a great 
deal for San Diego. It would bring a massive infusion of private 
investment to a blighted area. From a policy perspective, however, 
the problems with the MOU were legion. First, the primary 
beneficiary of the ballpark deal, the Padres, was a private 
organization whose operations had little impact on the local 
economy. Compared to the benefits it received, the team was asked 
to contribute few of its own resources. Second, the city was 
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responsible for most of the up-front costs of land acquisition and 
stadium financing. These costs were fixed and immediate. The 
obligations of the Padres were vague and on the back end. Thus, the 
city, not the team, was assuming most of the up-front risk associated 
with the project. 

Third, the language of the MOU made the interests of the 
Padres paramount. By allowing the team to fine-tune the ancillary 
development, local officials ceded control over what was built in the 
East Village. In effect, the MOU shaping San Diego’s redevelopment 
P3 assumed that the team’s goals would coincide with the public 
interest. As a result, the MOU contained minimal institutional checks 
and left the door open to renegotiation. Primary oversight for the 
project was delegated to CCDC, whose interest was to maximize the 
amount of new tax increment funds generated from the project, all of 
which would be used for further downtown development. The 
schedule envisioned by Mayor Golding and the Padres suggested 
that several hotel projects would be completed before the stadium 
opened, providing new TOT revenues to repay the city’s bonds, even 
though the largest of the planned hotels would be constructed 
outside of the project area under the aegis of the Port District. 

Securing Voter Approval 


Concerned that the ballpark project would be viewed as a back¬ 
room deal in the mold of the Chargers agreement, local officials 
agreed to place the MOU on the November 1998 ballot. The mayor 
and the Padres left few stones unturned in soliciting support for 
Proposition C, the ballpark project initiative. Pro-ballpark 
organizations spent $2.5 million, including funds for daily public- 
opinion tracking polls, versus roughly $25,000 spent by the 
opposition. The Padres marshaled support from local business 
groups and plied elected officials with gifts and campaign 
contributions. In at least one case, these gifts were improper. In 
2001, Councilwoman Valerie Stallings pleaded guilty to accepting an 
insider stock deal from Moores, allegedly a payoff for efforts to 
secure approval of the ballpark agreement. Mayor Golding and the 
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Padres also put pressure on the San Diego County Taxpayers 
Association, which had warned of the ballpark project’s adverse 
impact on the city’s finances.27 

As the mayor and the Padres were whipping up enthusiasm for 
the ballpark project, others began finding fault with the MOU’s 
structure. In June 1998, the San Diego County Grand Jury began 
looking into the ballpark deal. The grand jury issued a report in 
November that accused ballpark proponents, including local officials, 
of withholding information and failing to evaluate the project’s fiscal 
impact. Most damaging was the finding that the project’s ultimate 
cost, approximately $800 million over the thirty-year bond debt- 
service life, could not be paid for if assumptions about TOT revenues 
turned out to be inaccurate or the economy faltered .28 City staff told 
the grand jury that they agreed that the projections were optimistic 
but that “the given instructions were to use and show” these 
estimates “and none lower than that.” The report’s findings were 
prophetic. Little of the hotel tax money materialized by the time 
Petco Park opened. Moreover, the TOT estimates used to sell the 
ballot measure to voters proved wildly optimistic within months of the 
vote. 29 

Unfortunately for Proposition C’s opponents, the report was not 
released until the day voters went to the polls to decide the fate of 
the project. Its findings had been kept under wraps by the mayor and 
city attorney, under the pretext of allowing CCDC and the Port 
District time to respond. The ballot measure passed with 59.5 
percent of the vote, a decisive victory for stadium proponents and an 
apparent mandate for transforming downtown. The MOU placed 
hundreds of millions of dollars in public financing and unprecedented 
legal authority in the hands of a single private-sector actor—the 
Padres. The fate of the project rested on the wistful hopes of local 
public officials and residents that the team’s interests would coincide 
with their own. 

Sufficient Assurances? 
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The same concerns that led to the appointment of a task force 
to handle ballpark planning were apparent as the city prepared to 
implement the largest redevelopment project in its history. Convinced 
that the task would be too complicated, technically and politically, for 
regular city staff, the city council hired Mike Madigan, vice president 
of a large development company, to serve as San Diego’s ballpark 
czar. With a salary of $200,000 a year, Madigan became the most 
highly paid public official in San Diego. Although Madigan’s 
credentials were impeccable, outsourcing oversight and 
management responsibilities to a paid consultant further limited the 
mayor’s and the council’s ability to shape the project. Madigan would 
eventually resign over conflict-of-interest concerns because of his 
own investment in East Village real estate. 

Under this peculiar arrangement, the city allowed JMI Realty, 
the John Moores-owned real estate firm responsible for carrying out 
the ancillary development, to significantly underdeliver on the 
promises the team made in the MOU. For example, although 
architectural renderings circulated with the ballot measure promised 
a three- to four-acre public park, the “park at the park” shrank to 
fewer than two acres in the plans the team ultimately submitted to 
the city. The MOU did not specify the park’s dimensions, and the 
Padres argued that the models voters saw were simply artistic and, 
thus, not binding. Similarly, although the renderings depicted a park 
surrounded by small six-floor buildings, the team’s final plan included 
three high-rises, two of which exceeded twenty stories. 30 

The MOU structuring the redevelopment P3 did allow local 
officials to sign off on the final terms of construction. Just as the team 
could fine-tune its plans, the city council was required to twice certify 
that the Padres had made “sufficient assurances” that the team’s 
obligations would be met when the ballpark opened. If such 
assurances were not forthcoming, the city could cancel the ballpark 
project, although doing so would entail an end to the team’s 
redevelopment activities. Not surprisingly, local officials were 
reluctant to use this leverage to secure concessions, worried about 
shouldering the political blame for killing a popular project and 
wreaking havoc downtown. As April 1, 1999, approached—the date 
of the first certification—the team had made scant progress. JMI 
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Realty had spent $24 million on land for the ballpark but had secured 
no commitments from lenders and found no tenants for its proposed 
office building. Its latest plans included nearly 100 fewer hotel rooms 
than promised, although the team said that it would generate the 
same amount of hotel tax revenue as the 850 rooms it originally 
agreed to.31 

Privately, local officials complained that the team had not spent 
enough risk capital—money that would be lost if the project fell apart. 
Even developer-friendly CCDC refused to vote that “sufficient 
assurances” had been made that the project would generate the tax 
revenue needed to pay for the ballpark. Former ballpark proponents 
urged the city council to hold off until the team could produce more 
results. The San Diego County Taxpayers Association warned that 
the city would put itself out on a limb if it moved ahead when the 
future of the hotel projects needed to pay for the bonds remained 
uncertain. Despite these concerns, the city council gave in to the 
Padres, which argued that the public bonds were needed to make 
headway on the financing front. After JMI agreed to build all of the 
850 hotel rooms provided in the initial agreement and to bid for 
another hotel project if needed, the council gave the redevelopment 
plan a green light. 

Although the city council had certified that the team was meeting 
its commitments, the city failed to sell its stadium bonds by early 
2000 as planned. Uncertainty over hotel tax revenues—which the 
city needed to pay for its bond obligation—and a series of lawsuits 
initiated by former Councilman Bruce Henderson, a ballpark 
opponent, stood in the way. With the legal challenges and hotel 
fiascos threatening to raise the interest rate on the bonds, thus 
increasing the city’s expected annual costs by more than $2 million, 
the bond sale ran into growing opposition on the city council. 32 

The City of San Diego had lent more than $20 million to pay for 
construction until bond money became available. These funds had 
been fully spent by 2001, when public officials had to make their 
second “sufficient assurances” finding. JMI Realty, which had cleared 
the project area of existing buildings, shut down construction, leaving 
in the East Village an empty lot with steel ballpark beams. Not a 
single major hotel included in the initial agreement had begun 
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construction. The team argued that it was not to blame for the 
delays. Although the agreement with the Padres was designed to 
insulate the city from risk, Golding’s successor, Mayor Dick Murphy, 
warned that San Diego could not live with a hole in the East Village. 
Abandoning the project and standing up to the team was simply not 
a credible option. 

Instead, Mayor Murphy devised an alternative financial plan that 
departed from the deal voters approved in 1998. Murphy’s plan no 
longer included a hotel site long mired in litigation. Nor did it require 
the Padres’ hotels to be completed by 2003, when the ballpark was 
originally slated to open. Although the team had secured financing 
for hotels, the agreements were set to expire. There was no 
assurance that new loans would be obtained. Rather than rely on 
new hotel construction, Murphy proposed that the city raid its other 
hotel tax revenues, earmarked for civic and cultural purposes. With 
several lawsuits challenging the project still on appeal, the plan 
would require San Diego to pay higher interest rates than initially 
anticipated. The city council approved the Murphy plan in November 
2001.33 


Revisiting Project Pubiic Benefits 


Four years into San Diego’s “innovative” redevelopment P3, its 
costs and benefits to local taxpayers had altered considerably. Sold 
to voters as a downtown cure-all with a huge upside and no cost to 
local taxpayers, the ballpark project had suddenly become a drain on 
city revenues. JMI Realty had used its discretionary authority to 
eliminate aspects of the ancillary development—office parks, retail 
centers, open space—that were most attractive from the city’s 
standpoint because they promised to provide public facilities and 
new sales tax revenue that would flow into the city’s coffers. With 
none of the promised hotel projects materializing, the city would 
have to finance the project from its other, already-strained revenue 
sources. 

Approval of Murphy’s funding plan did not end the team’s 
attempts to reshape the project to maximize profits. In 2005, JMI 
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unveiled plans for Ballpark Village, a $1.4 billion, 7.1-acre project 
central to the ancillary development. The Ballpark Village project 
exemplified how the team was able to escape effective oversight by 
pitting San Diego’s public agencies, labor, and housing groups 
against one another. The development promised to create more than 
1,300 condos and apartments, office and retail space, and an 
additional hotel. The team’s plans for the project, heralded as San 
Diego’s Rockefeller Center, faced opposition from the Port District, 
which feared that new residential development would push maritime 
and industrial jobs out of one of the few downtown areas still zoned 
for industrial uses. 34 

The Padres launched an extensive lobbying campaign to 
convince CCDC to approve Ballpark Village. As part of the 
campaign, the Padres emphasized that the project would create one 
hundred new affordable-housing units for moderate-income 
residents, making it the first downtown project to actually build 
affordable housing. (Developers typically opt to pay in-lieu fees to 
the city rather than build the inclusionary units mandated by law.) On 
the basis of these assurances, CCDC signed off on the project. 

Having received CCDC’s blessing, JMI made a surprise 
announcement the day before the city council was to consider the 
project. Under a “community benefits agreement” negotiated in 
secret with a coalition of labor, housing, and environmental groups, 
JMI would convert all of its affordable housing into market-rate units. 
In exchange, the team promised to pay higher wages, use green 
building standards, and provide $18 million to build affordable 
housing off-site. CCDC blasted the secret deal, accusing the team of 
last-minute deception. Officials at CCDC called the pitting of the 
city’s housing policy against affordable housing advocates both 
“unfortunate and unwarranted. ”35 Despite the public’s outrage over 
the secret deal, the city council approved the Ballpark Village project 
after JMI agreed to build one-third of the affordable units it had 
originally promised. 36 


Benchmarking Petco Park 
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There is no doubt that building the stadium increased downtown property values. 
Business activity has increased downtown, with some of it shifting from Mission 
Valley. . . . But the entity on the hook for paying the bond is the City’s General Fund. If 
you add up all of the development from the ballpark district, you do not get enough 
revenues to service the debt. The bottom line is that the ballpark resulted in a net loss 
of about $10 million a year. It probably still is a net loss even if you credit the hotels 
built in the area since then. The Taxpayers’ Association ultimately endorsed the 
ballpark plan. The stadium did take from the General Fund. So, from a business point 
of view, the stadium deal was a good deal. It was not from a fiscal point of view. 

—Scott Barnett, former executive director, San Diego County Taxpayers Association, 
200737 


Evaluating the success of redevelopment P3s is a difficult 
empirical exercise. Most redevelopment P3s are customized to fit the 
requirements of particular parcels as well as the capacities of public- 
and private-sector actors. Thus, comparative analyses of large-scale 
projects like Petco Park can be difficult and, in some cases, 
uninformative. Some experts suggest assessing the efficiency of P3s 
by comparing the actual cost to what a local government would have 
spent had it constructed the project in-house. For redevelopment 
P3s, however, this counterfactual is of little help. Most large-scale 
projects cannot be undertaken with local government resources 
alone. The involvement of private-sector actors, moreover, alters the 
ultimate character of land use and development in affected areas. 

In evaluating the success of redevelopment P3s, it is necessary 
to assess the various impacts of a project, including its economic 
costs and benefits, and its contribution to the built environment and 
social character of downtown. It is also important to measure the 
relative contributions of both public- and private-sector actors and to 
compare these against the public benefits produced by 
redevelopment. Finally, one must consider the project’s opportunity 
costs, that is, the forgone benefits of using the land, capital, and 
other public resources consumed by a P3 on the next best 
alternative. 
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FIGURE 6.3 Growth in assessed valuation of CCDC project areiis, 

1994-2010 

SOURCES: Officeot Auditoi and Controllci,County ot San Diego. “Property Valuations,Tax 
Rates. Useful Information for Taxpayers.” various years. 

Given the extensive public resources that San Diego provided, it 
is no surprise that the Petco Park project has generated substantial 
economic impacts that have dramatically transformed parts of 
downtown. Indeed, the $1 billion of private capital invested in the 
East Village has exceeded the expectations of its most ardent 
supporters. The ancillary development has been a boon for CCDC, 
which has seen its property tax increment funds rise by more than 
$10 million a year. Fig ure 6.3 shows changes in the assessed 
valuation of property in CCDC project areas between 1994 and 
2010. Property values began to increase after the convention center 
expansion, especially in the Gaslamp Quarter. Following 
construction of Petco Park, property values—and thus the tax 
increment—increased further, with the Gaslamp and Centre City 
(which includes East Village) outpacing gains elsewhere. 

Unfortunately, the rising property values downtown had little 
effect on San Diego’s bottom line, because all the new tax increment 
has, by law, flowed into CCDC-controlled redevelopment accounts 
rather than the city’s General Fund, from which it has had to make 
bond payments. All of this new revenue must be spent on other 
downtown bricks-and-mortar projects, including those spearheaded 
by JMI. Fig ure 6.4 tracks redevelopment revenues, expenditures, 
and tax increment funds between 1990 and 2008. Between 2001 
and 2008, revenue collected annually by the redevelopment agency 
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increased by nearly $150 million. Most of this growth was driven by 
increases in the tax increment. Interestingly, over much of this 
period, redevelopment expenditures were rising faster than 
revenues. Only in 2005 did the city receive more in tax increment 
funds than it put in. This figure does not include the hundreds of 
millions of dollars the city (i.e., non-CCDC funds) spent on Petco 
Park and other projects. 



FIGURE 6.4 San Diego redevelopment expenditures and tax increment 
funds, 1990-2008 

SOURCES: Cilifomia State Cootroller. “CommuDity Rcdevciopmeot A^cics Annual Report * 
various yean. 

Although these redevelopment efforts have generated 
tremendous private wealth downtown, the millions invested by the 
city and CCDC have yielded few public benefits. The “park at the 
park” was the only major new open space constructed in this part of 
downtown over the past decade. Long-delayed efforts to open the 
first public school in the area or to rebuild an aging city hall have 
shown little progress. In addition, there is little evidence that the 
money invested by the redevelopment agency has improved the 
affordability of downtown housing, one of the agency’s primary 
mandates under state law. In 2005, a study published by the Center 
on Policy Initiatives found that, while the number of new housing 
units downtown nearly tripled between 1999 and 2005, the number 
of affordable housing units increased by just 65 percent, falling from 
34 percent to 19 percent of new housing stock. 38 By June 2008, 
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affordable housing had fallen to 17 percent of downtown units, barely 
above the minimum threshold established by state law.39 


TABLE 6.1 Major league baseball Stadium construction costs, 1990-2003 

S CONTRIBUTED 

% CONTRIBUTED (MILLIONS) 


StjJium 

Public 

Private 

Public 

Private 

Petco Park 

67.5 

32.5 

303.3 

146.1' 

MLB stadium average 

70.9 

29.1 

242.7 

102.3 


SOURCE: Stste of Minnesota, Office of the Goiremor, Stadiwti Screening Comniinee Report. 

December 9,2003. 

note: Costs adjusted to 2003 dollars using Urban CPI 10-Year Average. 

‘Includes S60 million from sale of naming rights. 

By 2007, three years after the ballpark opened, ancillary 
development had resulted in 747 completed hotel rooms—100 fewer 
than promised in the MOU.40 Although TOT revenue from these 
rooms went to the city, it covered just a fraction of city’s annual $11.3 
million in payments due on the ballpark bonds and $4.1 million in 
operating costs for the stadium shouldered by the city. 41 In all, the 
ballpark project has been a net drain on the city’s—though a boon 
for the redevelopment agency’s—finances. 

The exact economic impacts of the ballpark are difficult to 
assess, but the relative contributions of public- and private-sector 
actors are easy to measure. Table 6.2 reports the amount and share 
of funding provided by public actors and the Padres, and compares 
these with other baseball stadiums built between 1990 and 2003. 
San Diego’s 67.5 percent share of ballpark costs is slightly below the 
average public share, although its $303 million contribution exceeds 
the average public cost by 25 percent. By these measures, the P3 
looks no better than stadium projects pursued by other cities. 

The private company JMI Realty is exempt from laws requiring 
disclosure of project revenues. It is, therefore, impossible to quantify 
the profits Moores has received from exclusive development rights in 
the East Village. The new downtown ballpark has also increased the 
financial value of the team. In 2007, Forbes estimated that the 
franchise was worth $385 million. Having squeezed as much money 
out of the local public sector as possible. Padres owner John Moores 
was ready to cash out in early 2009. In March, the Padres 
announced the sale of the team to a group led by Arizona 
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Diamondbacks executive Jeff Moorad. The deal, which includes an 
estimated $290 million in cash, $200 million in debt, and a 30 
percent stake in Petco Park, reportedly values the team at $550 
million.42 

In all, San Diego’s partnership with the Padres has mostly 
benefited two groups of actors. Padres owner John Moores took 
advantage of public subsidies and East Village development rights to 
emerge as a powerful real estate mogul. Elected officials, concerned 
primarily with scoring points with voters, claimed credit for keeping 
the Padres and revitalizing downtown without raising taxes. The 
fruits of these efforts were realized on Opening Day in 2004, when 
Mayor Susan Golding threw out the ceremonial first pitch to her 
successor. Mayor Dick Murphy. Because most of East Village 
planning took place in JMI boardrooms and CCDC board meetings, 
few voters were aware of how much the final product strayed from 
the original MOU or how few public amenities the city received for its 
immense investment. 

San Diego taxpayers, the intended beneficiaries of the P3, have 
been left to absorb the fiscal fallout. Facing a severe fiscal crisis, the 
city has struggled to maintain its basic infrastructure—deferred 
maintenance has grown to nearly $1 billion.^ Local residents 
watched helplessly as a woefully underequipped fire department 
battled wildfires that threatened to destroy local neighborhoods in 
2003. The ballpark project did not cause these misfortunes, but by 
draining the city’s already-strained fiscal resources, it has inhibited 
the ability of public officials to address mounting service and 
infrastructure challenges. 


Walling Off the Bay 


Here we go again with Doug Manchester, San Diego’s most controversial and litigious 
waterfront developer, the robber baron of public coastal connections. . . . Hundreds of 
people have worked for some 30 years to revitalize downtown San Diego. After all 
that sweat and investment, we cannot allow one developer with a questionable record 
to run off with the waterfront triple crown. 

— San Diego Union-Tribune architectural critic Ann Jarmusch, 2006 44 
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The ballpark would not be San Diego’s last foray into developer- 
driven P3s. Just as it did decades earlier, the U.S. Navy has played 
a leading role in San Diego’s economic aspirations after the 
recession of the early 1990s and has been a key actor in the city’s 
redevelopment plans. Reversing its earlier relationship with the city, 
this time the military would provide crucial property adjacent to 
downtown to fuel the city’s redevelopment dreams with two major 
projects on the bay front. In both cases, San Diego’s elected leaders, 
lacking a long-term vision and intimidated by the cost and the 
complexity of the projects, would turn for help to private developers, 
who would profit handsomely on the deals. 

In plotting the redevelopment of the 435-acre former Naval 
Training Center and the 14.5-acre waterfront Naval Broadway 
Complex, the city designed public-private partnerships that promised 
San Diegans many public benefits, with little or no up-front costs to 
the public treasury. Indeed, relying on the beneficence of the private 
sector was the only way “America’s cheapest city” could afford to 
marshal the human and capital resources needed to plan and pay for 
redevelopment without abandoning San Diego’s low-tax culture. In 
delegating to what they hoped would be white-horse developers, 
local elected officials sought to insulate themselves from the political 
and financial risks, which were to be borne by the developers. 

Yet in both cases, the absence of adequate monitoring by the 
city and its failure to properly structure its P3 relationships meant 
that the city would end up paying much more than it originally 
expected, both in financial costs and in loss of access to important 
public resources, while receiving fewer benefits than it was 
promised. As former Planning Director Michael Stepner observed, 
“People believe that the private sector can do better than the public 
sector. As a consequence, we often fail to negotiate the best deal 
that we can. We do not provide sufficient guidance and oversight as 
in other cities.” As it had in the case of the downtown ballpark, the 
city’s delegation of authority over projects on navy-owned land 
turned into virtual abdication.45 
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Corky’s Porkyville 


In 1993, the Base Realignment and Closure Commission 
(BRAC) recommended that the federal government close San 
Diego’s Naval Training Center (NTC). Initially, the city fought efforts 
to decommission the base, eager to maintain its historical 
partnership with the U.S. Navy. However, public officials also 
recognized that the large property, located northwest of downtown 
adjacent to Lindbergh Field, offered a historical redevelopment 
opportunity. The old training site was located along a boat channel 
on the north side of San Diego Bay (see Fig ure 6.5 1. This bay-front 
property was eyed by civic leaders as an opportunity to build a 
second Balboa Park, San Diego’s iconic jewel. The city followed its 
usual playbook, appointing a twenty-seven-member committee to 
study the NTC’s reuse potential for public benefit and economic 
development. Regarding federal requirements that housing for the 
homeless be given priority in base reuse plans, new legislation gave 
the city flexibility to offer homeless support off-site. 46 
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FIGURE 6.5 Naval Training Center Project Area (renamed Liberty Station) 

SOURCE: Qt)' of San Diego Redevelopment Agency. 


The enthusiasm of San Diego’s civic boosters for the project 
was dampened considerably after consultants hired by the city 
released the price tag—an estimated $160 million—for clearing the 
land and installing the public infrastructure necessary to improve it. 
“The reuse . . . was originally considered a pot of gold for the city,” 
one adviser explained. “But the more we go through the process, 
we’ve found that there are fewer and fewer coins in the pot.” The 
NTC reuse committee recommended that plans for the site 
incorporate multiple uses, including preservation of open space; 
historical buildings; and a mix of education, culture, and community 
facilities. City officials, however, had little appetite for such an 
undertaking. “The city decided that our plan was beautiful on paper, 
but they had no money to pay for it,” recalled one committee 
member.47 

One committee recommendation was that 350 market-rate 
housing units be built on the former base. If improving the site would 
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cost millions, city leaders argued, then a private developer would pay 
the cost.48 

That developer would prove to be Corky McMillin, a prominent 
local with close ties to the city council and the congressman whose 
support would be needed for the city to receive the NTC site at no 
cost. Under an agreement approved by the redevelopment agency in 
June 2000, McMillin’s company was given the right to develop the 
entire NTC acreage, in return for a vague profit-sharing 
arrangement.^ 

The terms of the 2000 agreement were similar to the 1998 MOU 
between the city and the San Diego Padres. The city conveyed most 
of the 361-acre site to the company and gave the developer a free 
hand in determining the mix of residential, office, retail, hotel, and 
recreational uses. To sweeten the deal, local officials guaranteed 
that the company would earn at least a modest profit and keep any 
proceeds from the sale of residential properties. McMillin agreed to 
preserve some of the facility’s historical structures, to invest in 
infrastructure improvements, and to share money from leasing 
commercial properties on the site. The city also expected to receive 
an infusion of transient occupancy taxes harvested from the site’s 
new hotels, in addition to increased property taxes from 350 planned 
market-rate homes. In all, the city estimated it would receive more 
than $300 million over the course of forty years. 50 

In many ways, the 2000 agreement, which secured the private 
capital needed to redevelop the base, can be construed as a boon 
for San Diego. It spared the city the large expense usually 
associated with base closures.^ However, under the terms of the 
agreement, San Diego would give up more and receive less than 
other California cities facing base closures during the 1990s. In San 
Francisco, for example, redevelopment officials extracted more than 
$1.2 billion in concessions, four hundred acres of parks and open 
space, and thousands of affordable housing units from a private 
developer in exchange for rights to build on a site that includes the 
shuttered Hunters Point naval shipyard. The NTC agreement, in 
contrast, left many important decisions about the final shape of the 
project to the private developer. As with the Padres, McMillin was 
allowed to fine-tune the development, as long as the city received its 
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share of the money. McMillin exploited the vague provisions of the 
deal to maximize his company’s take from the project. Rather than 
build affordable units on-site, the company opted to pay in-lieu fees 
—to provide affordable units elsewhere—and use the residential 
portion of the site for high-end housing. 

In fairness, the city’s historical aversion to taxes and big 
government left few resources and little expertise with which to 
undertake projects like the NTC. According to Hank Cunningham, 
San Diego’s former head of community and economic development 
who oversaw the project, securing McMillin’s commitment to provide 
hundreds of millions in up-front funding was a victory for the cash- 
strapped city. “McMillin advanced about $200 million in private 
investment capital which neither the City nor [its Redevelopment 
Agency] could have possibly done on its own. . . . Absent this front- 
end injection of capital by McMillin, NTC would today consist of 
abandoned building and aged, crumbling infrastructure as is the 
case of many, if not most, former military base re-use projects. ”52 
Unfortunately for city officials, problems with the McMillin deal 
emerged before the ink on the agreement was dry. McMillin’s plan for 
the site, rechristened Liberty Station, was opposed by San Diego’s 
Save Our Heritage Organization (SOHO), the Peninsula Community 
Planning Board, and the city’s Planning Commission. The original 
plan included 350 moderately priced homes (McMillin’s promise to 
build homes that regular San Diegans could afford had been a major 
selling point); two hotels; an arts and culture center; and forty-six 
acres of parks, athletic fields, and open space. Although the 
development won national praise for its design, critics charged that 
Liberty Station was a prime example of developers’ bait-and-switch 
tactics. At the 2001 groundbreaking, protestors carried signs that 
read “NTC: Corky’s Porkyville.”^ 

Such public relations setbacks were the least of McMillin’s 
problems. Privately, redevelopment officials worried about the 
company’s ability to deliver on its promises.^ McMillin left no stone 
unturned in soliciting additional funds for the project. In 2001, he 
irked Mayor Dick Murphy by requesting $8.5 million from the city for 
155 streetlights, storm drain improvements, and water lines that 
were not included in the original plan adopted in 1998. The next 
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year, McMillin asked for a no-cost, thirty-nnonth extension on his 
development of the hotel site. In 2005, City Attorney Michael Aguirre 
opposed granting McMillin’s NTC Foundation $6.8 million from the 
city’s Community Development Block Grants, a federal program 
targeting low-income communities, as part of an $11 million effort to 
rehabilitate historical buildings.^ Having gone all in with McMillan in 
2000, however, public officials were loath to see the project fail. In 
2005, the council approved the sale of $16 million in public bonds for 
the project’s waterfront park, with $5.9 million going to repay 
McMillin’s company for improvements to nearby streets, passing on 
the cost of the improvements not to the company but to Liberty 
Station’s property owners. 56 

“No city contract in modern memory aroused outrage among 
more San Diegans than this one,” wrote veteran newspaper 
columnist Neil Morgan. “To some, those 349 spec homes [many 
purchased by McMillin company officials] seemed blasphemy on a 
park-like site that could have become another Balboa Park by the 
bay.” According to historian Mike Davis, NTC was the template for 
projected “gentrification” of the bay, from Point Loma to Petco Park, 
should the city ever redevelop nearby Lindbergh Field—the region’s 
main airport—and the Marine Corps Recruit Depot. By late 2004, 
work on the luxury housing section of the project was largely 
complete, but ground had not yet been broken on the forty-six-acre 
waterfront park, the arts center, or planned hotels. 57 

Following a detailed investigation in 2007, the San Diego Union- 
Tribune reported that San Diego had received few, if any, of the 
public benefits that were promised, whereas the developer had 
made an estimated $230 million from the sale of luxury homes. 
Because the original profit-sharing agreement between the company 
and the city excluded revenues generated by the sale of the homes 
and required McMillin to be reimbursed for any “unexpected 
expenses,” the city had spent more than it received in new property 
tax increment. Further, although McMillin had promised to build 
affordable houses for middle-class San Diegans, a separate analysis 
indicated that more than one-third of the NTC units had been bought 
by speculators and company officials. The paper called the deal a 
“boom for McMillin, bust for [the] city.” Former Planning Director 
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Michael Stepper agreed that the city did not get its fair share: 
“Perhaps this failure to obtain a better deal is attributable to a lack of 
skill in city government. The Planning Department did not have 
people that could deal with complex public-private partnerships.”^ 

Papa Doug: Bait and Switch? 


Across San Diego Bay from the Naval Training Center and close 
to downtown lies the Embarcadero and San Diego’s “front door.” For 
years, the mostly vacant properties along this stretch of downtown 
waterfront have moonlighted as overflow parking. With San Diego’s 
downtown renaissance, however, such properties have become 
lucrative redevelopment opportunities. None is more lucrative than 
the Navy Broadway Complex (NBC), a 14.5-acre site between 
Broadway to the north and Seaport Village to the south (see Figure 
6.6 1. Under an agreement signed by the U.S. Navy, which owns the 
land, the fate of the site is controlled by private developer Doug 
Manchester. “Papa Doug” (as he insisted on being called) played a 
vital role in transforming the downtown waterfront, starting in the 
1980s with the Manchester Grand Hyatt Hotel and the Marriott Hotel 
and Marina, whose triple towers won him enduring local enmity for 
walling off the harbor. 

In 1992, the City of San Diego teamed up with the U.S. Navy in 
an effort to rebuild the navy’s regional headquarters. Under the 1992 
agreement, a private developer would be solicited to construct a new 
naval office building. The navy would receive the new building in 
exchange for granting the developer a long-term lease and 
development rights to the surrounding area. The remaining land 
could be used to construct water-front retail and office space, in 
addition to streets and other public amenities. The navy would 
continue to own the land, with the city providing any necessary 
service upgrades. Mired in a severe recession, local officials hoped 
that the new construction would end downtown’s economic slump 
and serve as a catalyst for additional projects. 
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FIGURE 6.6 Navy Broadway Complex 

SOURCE; Centre City Development Corporation. 


The 1992 agreement also outlined broad design guidelines for 
the future Navy Broadway Complex but offered no implementation or 
regulatory role for city planning officials. Indeed, San Diego’s 
downtown redevelopment arm, CCDC, would be allowed only to 
review the final plans and certify whether they were broadly 
consistent with the design guidelines. More important, the agreement 
specified no time frame for the development to occur. It provided 
only that the deal would expire after twenty-five years if the navy 
dragged its feet. Though scarcely noticed or commented on by the 
media and local residents, the city had just ceded its land-use 
authority and control over a major portion of its bay front to the navy 
and a yet-to-be named private developer. 
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The agreement began to gather dust shortly after it was signed, 
until another round of base closures in 2006 threatened to mothball 
the naval headquarters. Pointing to the 1992 agreement, the navy 
received a reprieve from BRAC until the end of the year to find a 
developer for the deal. In March 2006, the navy awarded 
Manchester Financial Group exclusive redevelopment rights to the 
eight-block site. However, much had changed in the fourteen years 
since the agreement was made. Downtown development had 
flourished as a result of the late 1990s real estate boom and public 
investments in the convention center and ballpark projects. Stepner, 
who took the lead in negotiating the 1992 agreement, agreed that it 
no longer met the city’s needs: “In 1992, the agreement could be 
fairly represented as a victory for the community. Today, with the 
rediscovery of the waterfront, and the benefits that accrue to 
communities with such attractive downtown spaces, we need to look 
at the property differently.”^ 

A looming January 2007 deadline imposed by BRAC left little 
time for Manchester to obtain CCDC’s approval for a redevelopment 
plan for the site. After January 2007, the NBC site would revert to 
base-closure procedures, under which it could potentially be claimed 
by another federal agency or awarded to another developer. 
Fortunately for Manchester, local officials were unwilling to take that 
risk. Manchester’s plan envisaged a nineteen-story office tower to 
replace existing navy offices, to be followed by a forty-story hotel, a 
twenty-four-story office tower, a museum, and another hotel 
anchoring the project’s southern tip. A revised plan boosted the size 
of the proposed buildings from 2.8 million square feet to 3.2 million 
square feet. The new plan also reduced the amount of open space 
from six acres to four acres and proposed larger structures along 
Harbor Drive. A later revision also replaced a planned hotel with a 
condo hotel, threatening to cost the city $1.2 million in annual TOT 
revenues it needed to pay for increased policing and other public 
services. 60 

To critics, Manchester’s last-minute additions looked like another 
example of bait and switch. Responding to a firestorm of criticism 
from planners and community groups, Manchester downsized his 
blueprint for the project. In his original proposal, Manchester 
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promised to construct an “iconic” three-story museum. Revised plans 
for the site replaced this museum with a thirteen-story office and 
retail building, with the museum grounds now broken up into smaller 
spaces in other buildings. In the course of negotiations, which were 
temporarily stalled by a review by the city attorney, Manchester also 
agreed to lease the roughly half-block site of a planned 250,000- 
square-foot building on the site to CCDC to build a park. The city 
agreed to pay $20 million for the 40,000 square feet of land that 
some believed the public already owned. 61 

The 1992 agreement obligated the city to supply the site with 
expanded public services and police protection. Despite claims that 
the project would cost more than it would bring in, and its apparent 
violations of the spirit of the original design guidelines, Manchester’s 
revised proposal received a green light from CCDC and the city 
council. Local officials rejected arguments from community activists, 
who filed a series of lawsuits challenging the project on the grounds 
that too much time had passed since the initial 1992 environmental 
assessment was completed. Instead, the city allowed Manchester to 
continue without completing a new environmental review, even as 
analysts at the California Coastal Commission raised red flags. 62 
In January 2007, the San Diego Navy Broadway Complex 
coalition, a community group opposed to the navy’s plans for the 
property and the city’s entire North Embarcadero Visionary Plan. 63 
sued the Department of Defense. The lawsuit contended that the 
navy’s decision to go forward with the project based on a 1990 
environmental impact statement and an updated statement in 2006, 
left the public with little opportunity to comment on the project’s 
environmental consequences. In June 2008, a federal judge ruled 
that the navy had to show its plans to the public and allow for its 
input on how the project will impact the surrounding environment. 
The lawsuit and the judge’s ruling, however, have done little except 
delay the inevitable. With Mayor Jerry Sanders and CCDC deferring 
to the navy, there is little to stop Manchester from following through 
with his $1.7 billion plan to privatize the city’s last-best bay-front 
redevelopment opportunity. 64 
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The Leader of the Band? 


We have never lacked for plans, sound and unsound, practical and fantastic. What we 
have lacked is unified execution. 

—Robert Moses, 193865 


Conventional accounts of San Diego’s downtown 
redevelopment program cite the role of large public-private projects 
—Horton Plaza, and, more recently, Petco Park and East Village—in 
stabilizing downtown property values and spurring additional 
investment in the area. With respect to Petco Park, a public 
investment of roughly $300 million has helped transform a 
dilapidated area into a bustling tourist hub, with gleaming new condo 
towers, restaurants, and high-end hotels. Nonetheless, the long-term 
economic impact of this ambitious project is open to question. With 
the mix of ancillary development changing from a heavy dose of 
office and retail space to predominately residential and, more 
recently, hotel projects, the city has seen few high-paying new jobs 
created. Moreover, the ballpark has failed to stem the steep 
deterioration in the downtown housing market that began in 2005. 
Indeed, by subsidizing new housing construction in the area with tax 
breaks and zoning relief, the project contributed to the oversupply of 
condominiums that helped produce San Diego’s housing slowdown. 

Although San Diego’s redevelopment program has been a 
success in transforming the built environment, it has done little to 
address other priorities identified in California redevelopment law. 
The state legislature has noted that the “fundamental purpose of 
redevelopment is to expand the supply of low and moderate-income 
housing, to expand employment opportunities for the jobless, 
underemployed, and low-income persons, and to provide an 
environment for social, economic, and psychological growth and 
well-being of all citizens. ”66 On all of these measures, San Diego’s 
redevelopment program has made little progress. 67 

Although the physical transformation brought on by San Diego’s 
public-private partnerships has been startling, the public benefits 
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they have yielded are far less dramatic. Over the past twenty years, 
the city and CCDC—its downtown redevelopment arm—have poured 
large sums into projects that have resulted in few high-paying new 
jobs. The jobs that have been created tend to be at the low end of 
the economic spectrum (e.g., hotel workers, security guards), and 
public officials have failed to provide affordable housing and services 
for these and other needy residents. In addition to the up-front 
revenues and borrowing capacity it has provided, the city has often 
been left on the hook on the back end for providing supporting public 
services and infrastructure. Despite promises that downtown 
redevelopment projects would pay for themselves, local taxpayers all 
too often have been left holding the bag. 

San Diego, like many other cities, has bet heavily on the 
infrastructure of play. Its redevelopment strategies are not unlike 
those being plied across the country and overseas. Its beaches, 
parks, downtown ballpark, and convention center have allowed San 
Diego to compete with New York, San Francisco, Las Vegas, and 
other top destinations for tourism dollars. What is noteworthy about 
San Diego is how little control public officials have been willing to 
exercise over this process and the extent to which downtown 
development has served private rather than public interests. Public- 
improvement land uses, such as parks, libraries, and waterfront 
vistas, have been crowded out by new hotels, condos, and other 
private spaces. These latter projects help enrich a few well- 
positioned developers but offer few benefits to most residents. 
Indeed, in the Petco Park and Navy Broadway Complex episodes, 
the city had to step in after the fact with additional expensive 
inducements for developers to preserve any public space at all. 

Although San Diego has succeeded in avoiding the economic 
pitfalls usually associated with the reuse of military facilities, it also 
has squandered its peace dividend by giving former military lands to 
private developers interested in using public resources to maximize 
private profits. The Naval Training Center was supposed to be a self- 
sustaining community with ample parks and affordable homes for 
working families. What residents got instead was another dense 
district with expensive housing. Nonetheless, the city is still on the 
hook for street repairs, traffic lights, and other services it failed to 


236 



require in the initial P3 agreement. The Navy Broadway Complex, 
one of the last remaining pieces of valuable bay-front real estate, will 
likely be redeveloped as an overbuilt complex of private hotels and 
offices, walling off the bay and discouraging pedestrian traffic. 

Under its current political system, San Diego remains vulnerable 
to poorly structured development deals. Its city council is composed 
of understaffed representatives who, with district elections, have little 
interest in directing general planning or redevelopment efforts. Term- 
limited council members also lack both the inclination and 
institutional capacity to provide oversight of shadow governments 
like the Centre City Development Corporation. The town’s leading 
newspaper, largely representing downtown business interests, has 
failed as a civic watchdog. The few watchdog organizations that do 
exist (e.g., the San Diego County Taxpayers Association) are loath to 
take on powerful private interests. 

Taken together, Petco Park and East Village, the Naval Training 
Center, and the Navy Broadway Complex projects constituted a 
historic opportunity for dramatically remaking San Diego’s downtown 
and bay front. Redevelopment officials devoted ample public 
resources—land, authority, and financing—to make these projects 
succeed. Like many other cities, San Diego looked to developers to 
provide substantial public benefits in the form of parks, affordable 
housing, and ancillary development. With inadequate public 
leadership and oversight, developer-driven redevelopment projects 
have easily strayed from their original public purposes. 

Entering the second decade of the twenty-first century, San 
Diego’s redevelopment program faces an uncertain future. One 
source of uncertainty is the future of the San Diego Chargers, who 
have asked public officials to sign off on a new football stadium 
downtown. The team maintains that the city will have to come up 
with most of the project’s estimated $800 million cost. Having 
provided the initial momentum for Moores’s stadium gambit, the 
Chargers’ latest campaign, backed by an implicit threat to move to 
Los Angeles, has brought San Diego’s redevelopment story nearly 
full circle.^ A second source of uncertainty is Governor Jerry 
Brown’s proposal to eliminate local redevelopment agencies and use 
reclaimed property tax revenues to plug the state’s budget deficit. 69 
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Given the lack of inclination among local officials to fix the 
fundamental problems with its redevelopment governance, it might 
take the state’s own fiscal catastrophe to save San Diego from 
repeating the mistakes of its redevelopment past. 
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Governance Challenaes and Failures 

7 Regional ancTBinational Infrastructure 


You can call it North America’s first binational city—a center of prospering 
manufacturing, trade and high technology, a multiracial society of well over 3 million 
people. . . . The San Diego-Tijuana citistate is all those things, a kind of prototype for 
an urbanized 21st century. If it’s also the site of illegal border crossings, widespread 
smuggling, overloaded highways and water systems, troubled schools—well, maybe 
those are destined to be hallmarks of the next century too. 

—Neal Peirce, 1997± 


Regional Governance Reconsidered 


San Diego’s governance challenges and failures extend well beyond 
the boundaries of the region’s largest city. Consisting of San Diego 
County, the metropolitan region of 3 million residents faces daunting 
twenty-first-century infrastructure challenges: inadequate airport, 
port, and freight-rail facilities to meet the demands of globalization; 
looming water-supply shortages and sharp water price hikes caused 
by continued population growth and cutbacks in once-secure, low- 
cost imported supplies; still-deficient local fire protection 
notwithstanding the disastrous 2003 and 2007 wildfires; and, with 
illegal immigration and post-9/11 terrorism threats, a cumbersome 
border security regime that threatens once-promising binational 
trade and economic linkages between San Diego and Baja 
California. In this chapter we examine the region’s failure to provide 
adequate public goods, so critical to growth, public safety, and the 
overall quality of life. As with the city, the region suffers from 
leadership, institutional, and political cultural deficiencies. 

Although lack of leadership is arguably the greatest deficit, 
governance arrangements have also contributed to a regional 
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infrastructure deficit. Owing to its semi-isolated geography, San 
Diego County should be a natural laboratory for innovative regional 
governance approaches. The county is bounded by the Pacific 
Ocean to the west, Mexico to the south, and steep mountains to the 
east. To the north, the U.S. Marine Corps’ Camp Pendleton training 
facility physically separates San Diego from metropolitan Los 
Angeles. 

In this geographic cul-de-sac, San Diego has created a host of 
regional single-purpose special districts for infrastructure provision. 
These include the San Diego County Water Authority (created in 
1944), the San Diego Unified Port District (1962), and the San Diego 
County Regional Airport Authority (2003). Two public transit 
agencies provide bus and train service: the Metropolitan Transit 
System and the North County Transit District (1975). The San Diego 
Association of Governments (1966), arguably the most successful 
regional agency, is the metropolitan planning organization but has 
also been given capital planning and fare-setting powers for the 
county’s two transit systems. However, San Diego’s single-purpose 
special districts create serious coordination problems across policy 
arenas and their voting rules tend to magnify the voices of smaller 
communities at the expense of the central city and region.2 

San Diego’s infrastructure governance differs in critical respects 
from other California metropolitan areas such as Los Angeles and 
San Francisco, which rely heavily on central city agencies. For 
example, the City of Los Angeles has three powerful, 
semiautonomous proprietary departments managing Los Angeles 
and Ontario International Airports, the Port of Los Angeles, and the 
municipal water and power systems. As such, L.A. mayors, through 
agency appointments and other powers, are able to directly shape 
critical infrastructure decisions affecting all of Southern California. 
Similarly, mayors in other California cities with proprietary 
departments, such as San Francisco and Long Beach, have 
comparable powers and influence. This is not always the case for 
the City of San Diego. Although it is the driver of much regional 
policy making, the city is a minority vote on most regional boards. As 
such, the city lacks proprietary control over critical infrastructure 
decision-making regarding airports, ports, water, and energy. Even 
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when the City of San Diego succeeds in securing the institutional 
capacity to make regional decisions, its representatives on these 
special boards do not always have the will to fight for the interests of 
all residents in the region.3 

For fire protection, San Diego lacks even this problematic 
regional solution. Historically, San Diego has had no county fire 
department or regional authority. Instead, the region is served by a 
hodgepodge of over sixty city, rural, and volunteer fire departments 
and state and federal fire- fighting agencies. A small initial step was 
taken in 2008, when the San Diego County Regional Fire Authority 
was created to oversee fire protection in rural East and North 
Counties, previously served by six volunteer agencies and the 
California Department of Forestry and Fire Protection (CALFIRE).4 
Other Southern California urban areas facing similar fire threats such 
as L.A. and Orange County rely on well-provisioned county fire 
departments or regional fire authorities. 

The major regional counter to centrifugal tendencies and 
fragmentation is the San Diego Association of Governments 
(SANDAG). Originally a voluntary joint-powers authority comprising 
the county and its eighteen cities and focused on regional 
transportation planning, SANDAG was given more land-use powers 
by legislation authored by state Assemblywoman Christine Kehoe. 
Signed into law in 2003, the law provided SANDAG with some of the 
teeth of a regional government by mandating that it “complete the 
process of preparing and adopting a regional comprehensive plan” 
monitoring “smart growth” initiatives, housing needs, and 
transportation project impacts. Under earlier legislation authored by 
state Senator Steve Peace, SANDAG was given new capital 
planning and construction powers for the region’s light-rail and trolley 
systems. As the largest table in town, SANDAG is a vehicle for 
encouraging local cooperation. However, SANDAG is limited in its 
ability to set the regional policy agenda and to remedy major 
deficiencies such as fire protection and airport development.5 

This chapter examines major regional and binational 
infrastructure and governance challenges and failures. Though not 
the focus here, critical social policy arenas such as the county’s 
social service provision and K-12 school governance and policy 
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making merit further research and examination.6 Our analysis is 
divided into five sections. The first section examines trade 
infrastructure—the region’s ports, freight-rail, airports, land ports of 
entry, and trade corridors. The second section examines the failure 
to create a new international airport at nearby Marine Corps Air 
Station Miramar. The third section examines regional water provision 
by the County Water Authority and its frequently rocky relationship 
with the Metropolitan Water District, the giant water wholesaler for 
Southern California. The fourth section analyzes the county’s chronic 
failure to create a regionwide fire authority and to provide adequate 
local fire protection. The final section examines the prospects for and 
daunting challenges of cross-border cooperation in the post-9/11 era. 


Trade Infrastructure Deficits 


The airport remains a ceiling on our ambitions to integrate San Diego into the world 
economy. 

—Anne Evans, chair, San Diego Regional Chamber of Commerce, 199dl_ 


Global Insulation 


Throughout the late twentieth century, as other West Coast 
metropolitan regions like Los Angeles, the Bay Area, and Seattle 
expanded their trade-related infrastructure and embraced 
globalization, San Diego did not because its economy was not 
oriented toward global trade. Until the end of the Cold War, the San 
Diego economy relied heavily on the defense industry. Thus, the 
region’s harbor facilities served the U.S. Navy and a once-vibrant 
fishing industry. As tourism grew, mostly consisting of Southern 
Californians and Arizonans traveling by car, new harbor development 
featured hotels, restaurants, and retail shops rather than cargo 
movement. Starting in the 1980s, San Diego’s high-tech 
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development largely featured research and development rather than 
manufacturing. Thus, there was little need to develop an airport 
system to attract more tourists from afar or to move local products to 
national and global markets. 

As a consequence, San Diego entered the twenty-first century 
with a 1950s-era small niche port and a single, short-runway airport. 
Its major trade portal was the Otay Mesa land port of entry to 
Mexico. Given limited opportunities to expand its severely 
constrained port and airport system, San Diego continues to heavily 
rely on L.A.’s global gateways. More than 90 percent of the region’s 
vessel cargo goes through the Los Angeles and Long Beach 
megaports. More than 25 percent of San Diego air passengers travel 
to airports outside the region, primarily to Los Angeles International 
Airport (LAX). More than 50 percent of the region’s air cargo ships 
through L.A.’s airports—LAX and Ontario International Airport. 
Lacking a direct rail connection to the East, the cross-border region’s 
freight-rail shipments are also routed through Los Angeles, which 
has three transcontinental lines linking its megaport complex with the 
rest of North America.8 San Diego’s heavy reliance on L.A.’s 
superior port, airport, and freight-rail facilities will remain so for the 
foreseeable future. 

In the past, San Diego’s ability to use L.A.-area infrastructure 
was beneficial. San Diego residents and businesses could maintain 
their well-publicized quality of life and enjoy relatively convenient 
global access while avoiding costly local facility investments and 
environmental burdens.9 However, the costs and risks of this free¬ 
rider strategy are mounting. L.A.-area ports and airports are now 
constrained in terms of their own expansion possibilities. With 
growing traffic congestion, travel times to L.A.-area facilities are 
increasing. Thus, San Diegans are now pinning their hopes on high¬ 
speed rail service to LAX and Ontario International Airport and to 
other California metropolitan regions such as the Bay Area and 
Sacramento.lQ Alternatively, San Diego might look south to Mexico 
to resolve its airport and port needs. In August 2010, a proposed 
pedestrian bridge from Otay Mesa to the Tijuana Airport received 
U.S. State Department approval. 
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Another reason for the region’s trade infrastructure deficit is that 
San Diego has relied on regional special districts, thus magnifying 
the voice of smaller communities with policy priorities other than 
trade promotion rather than L.A.-like city agencies that are single- 
mindedly focused on trade and infrastructure development. San 
Diego trade infrastructure investments are made by fragmented, 
limited-purpose special districts whose decision rules magnify the 
voice—and veto power—of smaller communities at the expense of 
the City of San Diego. Representing more than 40 percent of the 
county’s population, the city—a permanent minority voting bloc on 
most of these specialized boards—confronts an uncertain global and 
economic future shaped by public investment decisions it cannot 
fully control. The central city—indeed the entire region—is also 
handicapped by a lack of sustained leadership on trade and 
infrastructure development and by long-standing “smokestacks” 
versus “geraniums” divisions among both residents and public 
officials regarding growth. Thus, both governance and leadership 
shortcomings have contributed to San Diego’s vision and 
infrastructure shortfalls. 

In turn, the region’s infrastructure deficiencies both shape and 
limit its trade and development potential. Despite its favorable 
location, San Diego’s economy is more insulated from the global 
marketplace than other West Coast trade centers such as Los 
Angeles, the Bay Area, and Seattle-Tacoma. In 2008, only 9 percent 
of San Diego’s gross metropolitan product came from exports ($15.5 
billion), placing it sixty-seventh among the nation’s top one hundred 
metropolitan areas.lj. Local exports are a potent generator of high- 
wage jobs and high value-added growth. 

Although there are rosy predictions of future robust North 
American Free Trade Agreement trade growth with Mexico, a major 
question is whether San Diego can capture a larger share of local 
origin-and- destination activity. Rather than high-value-added trade, 
manufacturing, and infrastructure investments, the region has 
invested heavily in stable, low-value-added industries such as 
tourism. Despite impressive progress in developing research-and- 
development high-tech industries (but not manufacturing) and an 
advanced telecommunications infrastructure, the region’s port and 
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airport deficiencies represent a ceiling on its global and high-value 
growth ambitions.12 

Port and Rail Development 


Created in 1962 as a regional special district by the waterfront 
cities of San Diego, National City, Chula Vista, Imperial Beach, and 
Coronado to permit financing and development of the National City 
Marine Terminal, and to relieve San Diego’s overcrowded Tenth 
Avenue terminal facility, the San Diego Unified Port District also took 
over Lindbergh Field—the region’s major airport—because of its 
location on the tidelands. With the U.S. Navy, fishing industry, 
tourism, and recreation long dominating San Diego Bay, the newly 
created Port of San Diego did little to modernize when faced with the 
challenge of the cargo containerization revolution, which transformed 
maritime trade and port development around the globe. 

Deriving primary revenue from waterfront property management 
and airport operations, the Port District in the 1980s paid the entire 
cost of the $140 million San Diego Convention Center while 
maintaining a shrinking, unprofitable maritime division. 
Subsequently, Port District member communities like National City 
and Chula Vista, which voted for the convention center financing, 
demanded investments in their own waterfronts to enhance their 
tourism and commercial appeal. As a result, until the mid-1990s, the 
Port District concentrated on commercial development of the 
waterfront—serving the tourism industry—rather than airport and 
port expansion. 13 

In the mid-1990s, with defense downsizing and the growth of the 
new high-tech economy, the Port District made airport and maritime 
master planning a high priority consistent with a regional trade and 
development orientation rather than focusing on lease revenue 
maximization. 14 However, the creation of the Regional Airport 
Authority in 2003 to operate Lindbergh Field and to develop a new 
international airport heightened financial pressure on the Port 
District. The loss of Lindbergh Field revenues—almost half its yearly 
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income—aggravated the port’s fears of further revenue loss from a 
possible raid by the cash-strapped State of California. 

Oscillating between a strategy oriented primarily toward tourism 
and the cruise industry versus a maritime cargo-oriented strategy, 
the Port District has lagged in joining the global expansion of the 
cruise-ship industry, including the rise of megaliners. One problem is 
that cruise ships departing Los Angeles and Long Beach are barred 
from stopping in San Diego by the Passenger Services Act of 1886, 
which prohibits foreign-flag ships from picking up or dropping off 
passengers between U.S. ports. San Diego’s attempts to obtain a 
legal waiver have been opposed by the maritime unions, which have 
feared a shift away from U.S. flagships whose crews are required by 
law to be made up of a majority of American citizens.1_5 The more 
than six hundred thousand passengers a year who did embark or 
dis-embark in San Diego were poorly served by an old cruise 
terminal. In late 2010 the Port District opened a new cruise-ship 
terminal on the Broadway Pier as part of the North Embarcadero 
redevelopment project. 

Together with Mexico’s nearby Port of Ensenada, the Port of 
San Diego handles roughly 1 percent of the container shipments that 
pass through the mammoth Ports of Los Angeles and Long Beach. 
In 2004, San Diego port officials appeared overjoyed when labor 
shortages and higher-than-expected cargo volume at Long Beach 
led two Japanese cargo ships to off-load in San Diego rather than 
put up with the wait. San Diego has tried to become a niche port, 
specializing in imported automobiles, fruits, soda ash, tuna, and 
lumber. In the late 1990s, cargo gains occurred at the National City 
Marine Terminal, the beneficiary of most of the port’s $165 million 
infrastructure upgrade as well as $23 million in Burlington Northern- 
Santa Fe (BNSF) rail yard improvements that served as the port of 
entry for vehicles imported from Asia and Europe. The car maker 
Honda even agreed to make San Diego a primary port of entry. 16 

In contrast, the Tenth Avenue Marine Terminal (TAMT), which 
possesses a unique cold-storage facility but ships comparatively low 
volumes of bulk cargo, has been a money-losing operation 
responsible for the port’s marine operations deficit. A $52.8 million 
dredging improvement program to deepen the main channel to forty- 


247 


five feet to accommodate state-of-the-art container ships, which 
would have included major wharf improvements at TAMT, was 
opposed by the Army Corps of Engineers. Neither the Port District 
nor the Army Corps of Engineers has made the massive 
commitment to maritime terminal expansion and deepwater dredging 
needed to accommodate large container shiDs.17 

In terms of rail connections, the Port of San Diego has only one 
first-class line, the north-south BNSF spur line. Despite San Diego’s 
perennial dreams of becoming a railroad entrepot, it continues to 
suffer from the region’s lack, on both sides of the border, of adequate 
direct rail connections to national and international markets. San 
Diego freight is still shipped via the BNSF spur line to Los Angeles 
for transshipment, resulting in costly delays of up to three days. The 
Baja California maquiladora industry, currently heavily dependent on 
trucking, is without direct rail links to either the southeastern United 
States or the interior of Mexico. 18 

The San Diego and Arizona Eastern (SD&AE) Railway—a 134- 
mile-long rail link, 44 miles of which runs through Mexico—that was 
severed by torrential rains in 1983 would, if restored, provide San 
Diego and Tijuana with a direct freight connection to the East via the 
Union Pacific’s Sunset Route. The SD&AE Desert Line, rechristened 
“the NAFTA train,” has been stalled by political and legal hurdles on 
both sides of the border. The Transportation Equity Act for the 21st 
Century (TEA 21), enacted in 1998, contained $10 million to build a 
South Bay rail yard but nothing toward the more than $100 million 
required to repair and modernize SD&AE. In 2002, the Carrizo 
Gorge Railway committed private money to a limited restoration of 
the line but not enough to complete it without public funding. 
Restoration efforts were discouraged by a SAN DAG study showing 
that the port couldn’t handle the amount of grain and containers that 
the railroad could deliver. 19 

Airport Development 


Regional airport development in San Diego has long been a 
fragmented political and institutional minefield despite repeated 
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efforts at reform. Historically, the San Diego Association of 
Governments was responsible for regional airport planning and site 
decisions, whereas the Port District managed Lindbergh Field. The 
City of San Diego operates two general aviation airports—Brown 
Field and Montgomery Field—whereas the County of San Diego 
operates eight primarily general aviation airports; the county’s 
McClellan-Palomar airport offers commercial service to LAX. 

Gateway airports are critical for regions such as San Diego 
seeking to develop high-tech, knowledge-based economies. 
Research by business guru David Birch shows that knowledge- 
based economies rest on such pillars as a world-class research 
university, superior quality of life, and proximity to an international 
airport.20 Where the knowledge industry is a major driver of the local 
economy as in San Diego, studies suggest that the relationship 
between information technologies and air travel is one of synergy 
rather than substitution. Although technology streamlines order 
taking, internal operations, and production, air travel still is needed to 
make business contacts and to close deals. 21 

San Diego lacks a gateway airport—and has no prospects for 
developing one in sight. Owing to its physical constraints—a single, 
short 9,400-foot runway and limited expansion potential—Lindbergh 
Field currently is not able to meet a significant share of the region’s 
air passenger and cargo demand. The opportunity cost to the 
region’s economy is substantial. Given limited international 
passenger and air cargo service (to Mexico and Canada until flights 
to the United Kingdom resumed in 2011), the airport generates 
(directly, indirectly, and induced) only 5 percent of the county’s gross 
regional product. Compared to LAX, which accounts for nearly 10 
percent of the L.A. region’s much larger economy, diminutive 
Lindbergh Field is well behind the curve. A gateway airport like LAX 
also generates higher average wages and value-added activity than 
does Lindbergh Field. 22 

Strong cross-border opposition to building a binational airport 
near the border at Otay Mesa has impeded the prospects for a major 
new facility replacing or supplementing the current facilities of San 
Diego’s Lindbergh and Tijuana’s Rodriguez Fields. Not-in-my- 
backyard sentiment and developer interests preferring more 
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residential subdivisions on scarce vacant land over transportation 
infrastructure also defeated efforts to transform city-operated and 
border-adjacent Brown Field into a state-of-the-art intermodal cargo 
airport and industrial center. Such a proposal was rejected by the 
San Diego city council in 2001. Buzz Fink, chair of the Brown Field 
advisory committee, observed: “There’s simply a lack of leadership 
at the city when it comes to planning for the future of the airport.” He 
singled out the council’s deference to the parochial perspective of 
the member representing District 8 (where Brown Field is located) as 
the main reason for deadlock.23 

Border Trade Corridors 


Although among other West Coast trade centers traffic flows 
primarily are east-west, San Diego-Tijuana trade flows 
predominantly are north-south. Thus, for the cross-border region, the 
land ports of entry and connecting highways form the backbone of 
the trade transportation system. In the cross-border region itself, the 
most immediate transportation bottleneck is the highway system to 
and from the border. The California Department of Transportation 
has designated three major freeways carrying global goods—1-5, I-8, 
and I-15—as Intermodal Corridors of Economic Significance (ICES). 
They were also critical components of the federally designated 
“NAFTA network” of highways and the “National Highway System.” 
Southern California’s four commercial border crossings—Otay Mesa, 
Tecate, East Calexico, and Andrade—are potential choke points 
whose overload threatens the smooth flow of these arteries. Growth 
in cross-border trade since the advent of NAFTA in 1994 has 
resulted in a dramatic increase in truck traffic, particularly through 
the Otay Mesa land port of entry. Truck traffic and congestion 
became acute problems on adjacent local streets because of lack of 
direct connections between border crossings and the interstate 
highway system. 

Unlike port, rail, and airport development, which are locally 
controlled, border trade corridor projects depend on federal and state 
approval and funding. Port-of-entry projects are even more 
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complicated, requiring Mexican government approval. Driven by 
trade growth and goods-movement industry lobbying, trade corridor 
projects in San Diego have become a major federal and state 
funding priority. San Diego enjoys a reputation of being adept at 
lobbying for federal and state monies at minimal cost to local 
taxpayers. In particular, SANDAG, the region’s transportation 
planning agency, has a lengthy track record of building regional 
consensus and speaking with a unified voice in Sacramento and 
Washington, D.C., for local transportation project funding. 

In 2008, San Diego’s border infrastructure projects garnered 
$400 million from the state’s $2 billion Trade Corridors Improvement 
Fund (TCIF) intended to improve infrastructure along federally 
designated “Trade Corridors of National Significance.” This was 
double the amount that the region’s population might warrant. Then, 
SANDAG assumed the lead role, with input from the Port District, in 
compiling a list of desired regional projects. SANDAG’s board voted 
on a list of projects to submit to the California Transportation 
Commission (CTC), the state agency charged with overseeing and 
allocating TCIF money. 

On the Mexican side of the border, there is also strong interest 
in improving the region’s highway system and border crossings. For 
Baja California’s maquiladoras, component parts from Asia are 
trucked in from the Los Angeles-Long Beach port complex. Finished 
products then are trucked back across the border to destinations 
primarily within a five-hundred-mile radius (e.g., San Diego, Los 
Angeles, the Bay Area, Phoenix, Las Vegas). By value, nearly 90 
percent of the northbound freight that originates in Mexico is carried 
by trucks. Congestion is growing, particularly since the highway 
system and border crossings such as San Ysidro also serve 
Tijuana’s large tourism-oriented service sector. However, in Mexico’s 
more centralized political system, where key decisions are made in 
Mexico City, there is limited local authority and financing available for 
border-related infrastructure projects. 24 

Although highways are the key trade infrastructure component, 
cross-border rail facilities could be in the picture, but these have 
been underdeveloped. As border scholar Larry Herzog notes, Texas 
is much better linked to Mexico by railroads than is California. Some 
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of this is understandable and a function of geography. However, 
California has put little effort into cross-border rail connections.25 
Border infrastructure planning and development are complicated 
by the sheer institutional complexity of the task. This is particularly 
true for border ports of entry. As border economist James Gerber 
observes: 


For example, the Otay Mesa-Mesa de Otay planning task force, under the auspices of 
the San Diego Association of Governments, is planning for a new border crossing. . . . 
A new border crossing has transportation, housing, environmental and economic 
development implications (in addition to security) and it is not surprising that there are 
a large number of stakeholders that must be consulted. ... In addition to 30 local, 
state, and federal agencies in the United States and Mexico, both countries have 
private, non-state actors with a stake, such as environmental groups, academics, and 
chambers of commerce. 26 


The difficulties that SANDAG and other regional agencies face in 
coordinating the activities and resources of these various 
stakeholders is likely to continue hampering cross-border commerce 
in the years to come. 


Gunning Down Miramar Airport 


Airports stimulate great visionaries and public leaders, but also breed economic small 
mindedness and sycophantic civic cowards. You cannot avoid either in this quest. So, 
in the end, that means that you have to really want to go forward enough to stand up 
to the blowback that will occur. 

—San Diego attorney and civic activist Pat Shea, 200621 


In 2003, the San Diego County Regional Airport Authority was 
created by the state to operate Lindbergh Field, to direct a 
comprehensive study of potential sites for a new international airport, 
to place on the ballot a proposed new site no later than November 
2006, and to serve as the Airport Land Use Commission for the 
region’s sixteen airports. The idea was to bring together all of the 
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major political jurisdictions affected—the City of San Diego, the 
County of San Diego, the San Diego Unified Port District, SAN DAG, 
and their Mexican counterparts in Baja California. It is governed by a 
nine-member board whose members are appointed by the governor; 
the county sheriff; and the mayors of the City of San Diego, South 
County, East County, and North County coastal and inland cities. 

Proposition A 


After an exhaustive site evaluation process, the airport authority 
board recommended to county voters that Marine Corps Air Station 
(MCAS) Miramar—formerly the U.S. Navy’s “Top Gun” flight-training 
facility—be the new regional airport site if and when the military no 
longer wanted the facility. However, with the military, impacted 
communities, and environmental groups vehemently opposed, key 
public officials opposed or neutral, and the business community split, 
San Diego voters in November 2006 decisively rejected the plan. 28 
Instead, the airport authority developed a costly proposal to renovate 
and rehabilitate cramped Lindbergh Field by moving the terminals 
and improving public transit access. 

San Diego’s inability to move forward with an international 
airport at Miramar was a combined failure of governance, regional 
leadership, and public will. The airport authority’s enabling legislation 
mandated that a new airport site be placed on the county ballot by 
2006. Thus, in June 2006, the San Diego Regional Airport Authority 
voted seven to two to put on the November ballot an “advisory” 
measure (Proposition A) asking county voters: 


To provide for San Diego’s long-term air transportation needs, shall the Airport 
Authority and government officials work to obtain approximately 3,000 of 23,000 acres 
at MCAS Miramar by 2020 for a commercial airport, provided necessary traffic and 
freeway improvements are made, military readiness is maintained without expense to 
the military for modifying or relocating operations, no local taxes are used on the 
airport, overall noise impacts are reduced, and necessary Lindbergh Field 
improvements are completed?29 
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Under intense political pressure both from the U.S. Marines and 
the U.S. Navy, and their local supporters in a region where military 
influence remains strong, the airport authority watered down stronger 
language urging government officials to “make every effort to 
persuade Congress and the military” to hand over a portion of 
Miramar for civilian use by 2020. The final wording also steered clear 
of any reference to “joint use” with the military. The authority 
exposed itself to tremendous backlash by exploring what-if and out- 
of-the-box scenarios about what Miramar would look like without the 
marines—^for example, by moving fighter training north to a 
refurbished Camp Pendleton—even though this might be the best 
solution for San Dieao.30 

Proponents of a new civilian airport at Miramar argued that, 
despite the post-9/11 dip in air traffic, Lindbergh Field—the most 
heavily used single-runway airport in the country, with a record 17.6 
million passengers in 2005—^was back on track to exceed its 
maximum operational capacity of 25.6 million passengers a year 
within fifteen years. The airport was already operating beyond its 
maximum annual cargo capacity of 140,000 tons a year. Planned 
infrastructure and facility improvements could ease the crunch but 
will not prepare cramped Lindbergh Field—^just 661 acres, one-sixth 
the size of LAX—to handle the new generation of jumbo jets capable 
of linking San Diego directly with Tokyo and Beijing without the 
addition of a twelve-thousand-foot runway. The airport authority 
estimated that San Diego’s economic loss by 2030 from failure to 
remove constraints on regional airport capacity to be as much as 
$130 billion. Although Miramar opponents disputed this estimate, 
John D. Kasarda, a leading authority on airport development, 
affirmed that the cost of inaction to San Diego would be astronomical 
in terms of both its ability to attract tourists and to retain high-tech 
business. 31 

strong Opposition Versus Weak Support 


The No on Miramar Campaign, headed by Ret. Rear Admiral 
Bruce Boland, U.S. Navy, denied that there was an imminent 


254 


utilization crisis at Lindbergh Field. Local academics weighed in that 
Lindbergh Field, supplemented by San Diego’s small commuter 
airports (Palomar, Brown, Gillespie, Montgomery, and Ramona), 
could continue to serve the region’s aviation needs for the 
foreseeable future. Left unspoken was the heavy historical reliance 
on metropolitan L.A.’s airport facilities, which has served a significant 
share of San Diego’s air passenger and cargo needs. With not-in- 
my-backyard pressures forcing the City of Los Angeles in 2005 to 
drastically cut back its plans for LAX modernization by imposing a 78 
million annual passenger ceiling, San Diego sooner rather than later 
would have to reduce its reliance on its northern neighbor to meet its 
growing air transport needs. 32 

The U.S. Marines and the U.S. Navy strongly opposed the 
Miramar ballot measure. The military services argued on the basis of 
national security in torpedoing any arrangement to share or use 
Miramar as a civilian airport. Rather than stand up to the military to 
support the long-term economic health of the region. Mayor Jerry 
Sanders and several city council members drew back from 
supporting a new Miramar airport. Only Councilman Tony Young was 
willing to take on the military: “We’re looking for a solution here in 
San Diego. We’re growing up. We’re not the military-only town we 
used to be.”^ Democratic congressional representatives Bob Filner 
and Susan Davis joined Republicans Daryl Issa, Brian Bilbray, and 
Duncan L. Hunter in lockstep behind the military in opposing the 
Miramar plan. 

The Alliance in Support of Airport Progress in the Twenty-First 
Century, or ASAP21, a coalition of business and labor groups that 
sought to replace Lindbergh Field, organized support for Proposition 
A. The problem with ASAP21 was that it could not even rely on the 
unified backing of the San Diego Regional Chamber of Commerce 
that had created the group. Bowing to military pressure, the 
chamber’s Policy Committee voted nine to four against endorsing 
Proposition A. In an unusual move, the entire chamber decided—by 
a paper-thin margin—to endorse the proposition, but without much 
conviction or credibility. 34 

Predictably, the split in the chamber’s ranks arrayed real estate, 
finance, and high-tech interests against the local military-industrial 
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complex. Having just fought to save San Diego’s military 
installations, including MCAS Miramar, from the base realignment 
and closure process, the chamber found it difficult to do an abrupt 
about face. Of the region’s business groups, only the San Diego 
Regional Economic Development Corporation strongly backed the 
Miramar proposal, but not with the alacrity with which it had 
endorsed SANDAG’s TransNet half-cent sales tax ballot measure for 
regional highway and transit projects in 2004.35 

Not surprisingly given the measure’s strong opposition and 
weak support, San Diego County voters in November 2006 
decisively rejected Proposition A by a margin of 62 percent to 38 
percent. In the wake of the defeat, the airport authority chose to 
soldier on by focusing on Lindbergh Field improvements. Former 
state Senator Steve Peace, author of the authority’s state-enabling 
legislation, said he had agreed to the creation of the airport authority 
—rather than a more comprehensive regional transportation and 
infrastructure agency—only because he believed that the voters’ 
decision would “put that question behind us.” The implication was 
that the airport authority should fall on its sword and solely 
concentrate on improvements to Lindbergh Field. 36 

Nor was this the first time that San Diego had passed on the 
opportunity at Miramar. “If we’re going to get this stimulus to growth 
and importance, aviation planning must center on Miramar,” read a 
1953 San Diego Evening Tribune editorial anticipating the new jet 
age. Rejecting this advice, city officials declined the military’s offer in 
the 1950s to hand over the site for commercial airport development 
on the grounds that Miramar was a too-distant fourteen miles from 
downtown. A 1981 report also pointed to Miramar as the best option 
for a commercial airport, as did an advisory referendum passed 
narrowly by county voters in 1994.37 


Water Provision: Megaregional Quandaries 


We [San Diego County residents] are facing dramatically increasing water rates and a 
treated-water shortage for the next three years because the County Water Authority 
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has been more focused on battling MWD [Metropolitan Water District] and gaining 
more “independence” for San Diego from L.A. than on taking care of its primary 
responsibility as a regional utility for reliably and affordably meeting our imported 
water-supply needs. 

—Anonymous San Diego County water official, 200538 


San Diego is a senniarid Mediterranean-like environment. The 
average annual rainfall of 10.5 inches is similar to what Middle 
Eastern cities such as Beirut receive. The geology of San Diego is 
not conducive to groundwater storage, which limits the ability to use 
and reuse local runoff. As a result, local water supplies can support a 
population of only several hundred thousand, far fewer people than 
the 3 million residents living in the region today. For San Diego to 
grow and prosper, it needed to import water supplies from outside 
the region. 

The Metropolitan Water District 


Unlike Los Angeles, which developed its own imported supplies 
from the distant Owens Valley in the early twentieth century by 
financing and building an aqueduct to transport water to Los 
Angeles, San Diego historically lacked the leadership, regional 
institutions, and deep pockets to build a conveyance system for 
water from the Colorado River or Northern California. As with 
international ports and airports, San Diego early on chose to rely on 
Los Angeles for water provision. In 1924, the City of Los Angeles 
filed for 1.1 million acre-feet of water from the Colorado River. Four 
years later Los Angeles and its suburbs created the Metropolitan 
Water District of Southern California (MWD) to finance, build, and 
operate an aqueduct from the Colorado River. Los Angeles 
transferred its Colorado River rights to the fledgling MWD. 39 

Although the City of San Diego filed for 112,000 acre-feet of 
Colorado River water in 1926, it was unable to finance and build an 
aqueduct to bring its imported supplies to the region. Conflicts 
among urban, suburban, and agricultural water agencies and users 
delayed the creation of a San Diego County Water Authority until 
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1944.^ As a result of explosive growth during World War II, the 
region was rapidly running out of water by the war’s end. At the 
behest of the U.S. Navy, the federal government ordered the County 
Water Authority to join MWD in 1946; an aqueduct connecting San 
Diego to MWD’s system was built by the U.S. Navy and the City of 
San Diego surrendered its small Colorado River claims to MWD. 41 

This so-called shotgun marriage meant that late-twentieth- 
century San Diego would heavily rely on an L.A.-created (and, in the 
view of San Diego officials, L.A.-dominated) agency to furnish 
imported water needed for regional growth. Los Angeles, because of 
its early financing of the Colorado River Aqueduct, had extensive 
preferential rights, or claims to water during times of scarcity, that 
later-joining San Diego lacked. San Diego, however, was MWD’s 
largest customer, with much of its early water supplies devoted to 
local agricultural use. Historically, San Diego paid much less for 
MWD water provision than did Los Angeles because of San Diego’s 
low early infrastructure payments and large agricultural water 
discounts. 

In 1982, California voters rejected a proposal for the Peripheral 
Canal, designed to bring more Northern California water to Southern 
California. This event and a lengthy drought in the late 1980s forced 
Southern California water agencies, particularly in San Diego, to 
rethink their long-term strategies to ensure the reliability of their 
water supplies. Of MWD’s twenty-six Southern California water 
agencies, the San Diego County Water Authority was among the 
most dependent—between 85 percent and 90 percent of its total 
water usage—on MWD’s imported supplies from the Colorado River 
and from the State Water Proiect.42 

San Diego’s pre-1990 relationship with MWD, and particularly 
the City of Los Angeles, one of MWD’s founding members, was 
symptomatic of its overall philosophy of infrastructure provision. Tax- 
and-rate-hike-averse San Diego preferred to look to others—the 
federal and state governments, Los Angeles, and MWD—for needed 
infrastructure financing and provision. By 1990, however, this 
strategy had broken down. Facing the threat of drought-induced 
water rationing, and possible cutoffs if L.A. invoked its superior 
preferential rights, San Diego decided to seek a modicum of water 
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independence from MWD and Los Angeles by diversifying its water 
supplies. 

Imperial Valley Water-Transfer Conflicts 


During the 1990s, the County Water Authority succeeded in 
turning a lengthy and fairly cooperative history with MWD into 
internecine warfare by abandoning the pursuit of regional 
interdependence for the quixotic goal of water independence. The 
County Water Authority brokered a separate deal to import some of 
the neighboring Imperial Valley’s plentiful Colorado River supplies, 
first with the billionaire Bass brothers, Texas interlopers posing as 
California water farmers, and then directly with the Imperial Irrigation 
District (IID), the agency managing Imperial Valley’s substantial 
Colorado River water allotment.43 

To make economic sense, this strategy required the County 
Water Authority to convince MWD to carry in its own aqueduct San 
Diego’s new water purchases at nominal rates. San Diego had no 
other way of moving the water from the Imperial Valley to its own 
system. MWD objected to San Diego’s proposed low wheeling (or 
conveyance) charges, which it claimed represented a large subsidy 
from other MWD member agencies given MWD’s substantial fixed 
costs, such as its State Water Project contracts. When the California 
courts ruled in favor of MWD’s proposed wheeling charges, thereby 
substantially raising the end price of Imperial Valley water supplies, 
San Diego bought the water anyway. 

Significantly, the City of San Diego, not the region as a whole, 
was the major force behind the drive for independence from MWD 
and the IID water deal. Although city leadership was displayed here, 
the question is whether the region’s long-term interests were well 
served. To overcome vehement opposition to the IID deal from 
agricultural and suburban water agencies, the city’s ten board 
directors moved to change the voting rules inside the County Water 
Authority. For most of its history, the County Water Authority 
operated informally on a one-agency-one-vote basis for its twenty- 
four member agencies. Yet the formal rules did allow for weighted 
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voting based on member agencies’ total financial contributions to the 
County Water Authority. With the leverage of the weighted vote, the 
city—with 48 percent of a weighted vote—could more or less 
determine the County Water Authority’s decision making. The city’s 
support would prove pivotal in the County Water Authority’s approval 
of the IID deal. Given its new heft in local water governance, the City 
of San Diego was also able to craft local rate structures and other 
policies to minimize its own burden relative to that of other member 
agencies. 

The city pushed through the weighted vote and installed one of 
its own directors, a forceful advocate of the IID water transfer, as 
chair of the County Water Authority board. Having done so, the 
Imperial Valley water deal was quickly approved. The city’s 
delegation on the board treated the protests from member agencies 
in northern San Diego County—^who were outraged at the deal’s high 
price tag and the City of San Diego’s strong-arm tactics—in the 
same high-handed fashion that it accused the MWD of treating the 
County Water Authority. 44 

Renewed Battles 


The IID deal would prove an expensive proposition. When the 
costs of water purchases, wheeling charges, environmental and 
economic mitigation, and other payments were added up, the County 
Water Authority by 2010 paid nearly $1,000 per acre-foot for Imperial 
Valley water—significantly more than the cost of MWD water— 
making it the most expensive agriculture-to-urban water transfer in 
California, if not the nation.^ What most irked County Water 
Authority officials was the high $252 per acre-foot wheeling charge 
payment to MWD for use of the Colorado River Aqueduct to move 
IID water. In exchange for hefty subsidies for local water projects, 
including support for a water desalination project in Carlsbad, the 
County Water Authority agreed not to sue MWD over its new rate 
structure (including wheeling charges) for five years. When the 
moratorium expired in mid-2010, however, the County Water 
Authority promptly filed a lawsuit.46 
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In an ironic twist, the County Water Authority argued that San 
Diego was subsidizing other MWD member agencies, including Los 
Angeles, under the new rate structure. In a similar vein, the County 
Water Authority criticized MWD’s proposed twenty-five-year strategy 
for stockpiling water for droughts and other emergencies. Local 
water officials claimed that the strategy would create huge amounts 
of unused “buffer” water at enormous expense, particularly for the 
County Water Authority, MWD’s largest customer. While San Diego 
demanded the right to opt out of the plan, the vast majority of MWD’s 
twenty-six member agencies praised the twenty-five-year supply 
plan, which they said would help develop new supplies such as 
desalination plants and water recycling and would also fairly allocate 
member agency benefits and burciens.47 

In contrast, the County Water Authority complained about the 
heavy financial burdens it supposedly bore under MWD’s rate 
structure and long-term reliability plan. At the same time, San Diego 
chose to ignore the substantial benefits of its MWD membership. In 
addition to MWD’s underwriting of San Diego’s phenomenal postwar 
growth, with large subsidies provided by founding member agencies, 
in particular Los Angeles, the MWD twenty-five-year supply plan 
heavily subsidized San Diego’s ambitious water-supply 
diversification efforts.^ Local member agency project initiatives, 
ranging from desalination facilities to conservation and reclamation, 
received a $250-per-acre-foot subsidy from MWD. With an ambitious 
desalination strategy and a host of other local projects, the County 
Water Authority was among MWD’s more subsidized member 
agencies. 

There was financial risk attached to the County Water 
Authority’s 2010 lawsuit. MWD reserved the right to rescind its local 
project initiative subsidies should member agencies legally challenge 
its rate structure. Thus, the lawsuit has placed San Diego’s 
desalination plans and other subsidized projects in jeopardy. 
Significantly, San Diego’s diversification plans did not include 
reclamation. Although other Southern California agencies such as 
the Orange County Water District and the City of Los Angeles 
launched ambitious reclamation and recycling programs, the City of 
San Diego, led by Mayor Jerry Sanders and a strident Union-Tribune 
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editorial board echoing earlier critics, denounced so-called toilet-to- 
tap proposals for extracting drinking water from treated wastewater. 
Notwithstanding city council approval of a reclaimed water pilot 
project, overriding the mayor’s veto, San Diego seriously lagged 
behind other Southern California water agencies in recycling 
efforts .49 

Ironically, the I ID water transfer, the linchpin of San Diego’s drive 
for water independence, was placed in legal jeopardy in early 2010 
when a California court struck down a series of agreements central 
to the sharing of Colorado River water, including the County Water 
Authority’s deal to buy water from the Imperial Valley. At issue was 
the receding Salton Sea in Imperial County, a large inland lake 
created by a two-year flooding of the Colorado River in 1905. San 
Diego’s water transfers robbed the inland lake of agricultural runoff 
that had sustained it for years. This raised serious public health 
concerns as exposed wind-whipped dust from the receding lake was 
carried through the valley. The court ruled that there was no 
adequate state financing plan for mitigation and environmental 
restoration of the Salton Sea. 50 

The City of San Diego’s leadership role in the I ID deal and other 
policies of the County Water Authority are in contrast to its less 
prominent role in other regional agencies. The region’s largest city 
was able to use the County Water Authority’s voting rules to 
commandeer the agency for its own purposes. However, once in 
command, the City of San Diego did not appear to behave as a 
regional or megaregional steward. Instead, its actions belied a 
decidedly parochial approach, seeking to secure MWD water supply 
benefits while reducing its financial burdens and shifting the costs to 
other MWD member agencies and even to other County Water 
Authority members. With sharp local water-price hikes occurring 
amid a lengthy drought, the City of San Diego and the County Water 
Authority stepped up their efforts to make MWD and Los Angeles the 
chief scapegoats. In predictable lockstep fashion, the San Diego 
Union-Tribune editorial page lambasted MWD, claiming that 
“arrogance is in [the] water giant’s DNA.”51 

To longtime observers of San Diego’s water politics, none of this 
was surprising. As an MWD board director from Orange County 
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observed in late 2010: 


The Water Authority’s demonizing of MWD continues unabated. It’s quite interesting 
that the devil can’t be found in San Diego! All of the much higher water costs are a 
result of San Diego’s costly penchant to somehow be independent of MWD (or, is it 
Los Angeles, sometimes I can’t tell). It’s a funny concept to me since their gambit to 
achieve that with the IID only works by relying on MWD infrastructure. If folks at the 
Authority weren’t paranoid about preferential rights . . . , they could continue to buy 
MWD water at a much lower cost than they’re going to pay with the IID transaction. 52 


Regional Fire-Preparedness: The Curse of Fragmentation 


The determinations in this report underscore the fact that the region’s bewildering 
organization of unserved areas and redundant, under-funded public agencies did not 
evolve spontaneously: it was encouraged and given shape by short-sighted public 
policy choices that were adopted without a vision of how such decisions would impact 
public safety. 

—San Diego Local Agency Formation Commission, 200553 


With wide expanses of open space surrounding a large 
metropolitan area, the County of San Diego has historically faced 
greater wildfire dangers than other urbanized areas of California. 
Over the past several decades, this problem has been made worse 
by pro-growth policies in the unincorporated parts of the county, 
which have pushed dense development into rural areas with the 
least amount of public safety infrastructure and the greatest fire 
dangers, and the absence of a single, widely adopted fire and 
building code. Indeed, since the 1920s, San Diego County has 
represented 20 percent of all homes destroyed in California wildfires, 
although the county contains just one-tenth of the state population 
and a small fraction of its overall land area. 54 

Despite its acute fire dangers, however, the region has 
historically suffered from both inadequate resources and a 
fundamentally dysfunctional approach to managing fire prevention 
on a regional scale. As the largest county in the state without a 
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consolidated fire departnnent, San Diego has experienced extreme 
fragmentation in the provision of basic fire-fighting services. Since 
the 1970s, the county as a whole has relied on more than sixty 
different public agencies—ranging from the U.S. Forest Service and 
CALFIRE to municipal fire departments and fire agencies run by 
sovereign Native American tribes and tiny special-purpose agencies 
covering small regions of the county’s large unincorporated area—to 
provide fire protection to its citizens. 

Fewer than one-third of these agencies have employed 
professional staff, with the rest relying on poorly trained and 
inadequately equipped volunteers. Until very recently, nearly 1 
million acres of unincorporated territory in the county remained 
outside of the jurisdiction of any fire protection agency. In addition, 
the county has made heavy use of a system of “mutual aid” that 
relies on other jurisdictions, including nearby counties and 
incorporated cities within the metropolitan area, to provide basic 
support for fires outside of their own boundaries. 55 

Overall, the San Diego region has faced two interrelated 
challenges to providing adequate fire protection within its territory to 
keep small wildfires from turning into major conflagrations. First, San 
Diego County, as a whole, has spent significantly less on firefighters, 
necessary equipment, and basic fire infrastructure than other 
California areas, including Orange County, its fiscally conservative 
northern neighbor.^ In recent years, as the county has moved 
toward the consolidation of its disparate fire agencies, this gap has 
actually grown.^ Instead, the county has chosen to free ride on 
state taxpayers, its cities, and nearby jurisdictions. Second, the 
county has spread its own meager resources too thinly across many 
fragmented government bodies, thus preventing the realization of 
significant economies of scale. Both of these problems have come 
about as a result of decisions made by San Diego elected officials 
and California voters (Proposition 13) in the 1970s; these policies 
have made recent efforts to reverse the growing fragmentation of fire 
protection doubly difficult.58 

Humpty Dumpty’s Great Fall 
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If two firestorms have taught San Diego anything, it is that walls of flames driven by 
ferocious winds respect no limits. 

—San Diego Union-Tribune editorial board, 200859 


Under California law, cities and counties are not required to 
provide fire protection and rescue services to their constituents, who 
are left to fend for themselves. However, most local governments—in 
particular, larger and more urban jurisdictions—do include firefighting 
as one of their core functions. Historically, this has not been the case 
in San Diego County. In the 1920s, the county began providing a 
basic level of fire protection to its unincorporated areas through a 
contract with CALFIRE, a state agency charged with fighting wildfires 
in areas covered by dense vegetation. During fire season, the state 
budget pays for the cost of CALFIRE firefighters, whose primary 
mission is to stop wildfires from spreading rather than to protect 
homes and other structures. Under the agency’s initial contract with 
San Diego, the county provided funds to retain a CALFIRE presence 
in unincorporated areas after the end of the fire season, when state 
support would come to an end. 60 

In the early 1970s, with the cost of the CALFIRE services 
growing quickly, county supervisors changed course, voting to 
eliminate all county responsibility for the provision of fire protection. 
Instead, the supervisors encouraged unincorporated areas to annex 
into nearby cities with their own fire departments or to join 
independent special-purpose fire protection districts, which did not 
rely on the county for funding. In addition, the county offered some 
support to areas wishing to form volunteer fire companies, pledging 
to provide funds for training the volunteers. These decisions greatly 
accelerated the fragmentation of fire services by encouraging the 
formation of small, independently run and managed bodies. 

Voter passage of Proposition 13 in 1978 made even this 
patchwork approach difficult to sustain. Under the initiative’s new 
constitutional cap on property taxes and implementing legislation 
passed by the state legislature, government agencies that did not 
receive property taxes in 1978 became ineligible to receive property 
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tax revenue in the future. As a result, fire protection districts formed 
after 1978 have been left to find other sources of money. In addition, 
the initiative process and subsequent state legislation greatly 
reduced the likelihood of annexation of unincorporated areas into 
nearby fire districts and cities, because new areas would bring 
additional responsibility but few new revenues. Finally, although 
Proposition 13 allowed local governments to increase other types of 
taxes to pay for specific functions, like fire protection, it required that 
the taxes be affirmed by a two-thirds vote of the electorate.^ In 
short. Proposition 13 further accelerated the centrifugal forces 
unleashed by county policy, even as it made finding sustainable 
funding for a decentralized fire protection system more difficult. The 
county government, with its own finances hurt by Proposition 13’s 
property tax cuts, soon announced an end to its minimal financial 
support of volunteer fire companies. 

By the early 1980s, continued fragmentation in the wake of new 
financing limits created a growing crisis in rural fire protection. San 
Diego had become a county divided between haves, fire protection 
districts created before 1978 and enjoying some semblance of 
adequate service levels, and have-nots, agencies created after the 
passage of Proposition 13 and forced to rely on volunteers and 
community fund-raisers like bake sales for financing. The clear 
inequities created new barriers to consolidation and annexation. Any 
plan to combine agencies would need to promise constituents an 
enhancement in service levels to convince them that consolidation 
would be an improvement over the status quo. At the same time, it 
would have to assuage concerns of wealthier districts and cities that 
their funds would not be used to subsidize services in other areas. In 
other words, after Proposition 13, revenues became the primary 
barrier to putting the pieces of the region’s fragmented system back 
together again. 

To address the growing crisis, county leaders unveiled a plan in 
1981 to consolidate the backcountry’s vast fire-fighting apparatus 
into a new regional fire protection district, run by independently 
elected directors, staffed by volunteers, and funded by a new fire 
assessment to be passed by a two-thirds vote. Yet the plan—in 
particular, the imposition of the new tax—received a frosty reception 
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among voters, who rejected it by a two-to-one margin in the spring of 
1981. Five months later, voters also rejected a scaled-down 
proposal, which reduced the scope of consolidation but retained the 
new fire assessment. In the face of unwavering voter opposition, the 
county supervisors eventually adopted a far less ambitious plan 
covering the least protected areas of the county. Funded by a 
voluntary revenue transfer from the county rather than a new tax, the 
new fire district covered more than eight hundred miles and included 
the majority of voluntary fire companies in southeastern San Diego 
County. 62 

Putting the Pieces Back Together 


The biggest challenge associated with reorganization of any service delivery system 
is money. 

—San Diego Local Agency Formation Commission, 200763 


Largely dormant through the late 1980s and early 1990s, efforts 
to consolidate regional fire protection programs received a new 
boost after the 2003 wildfires, which exposed the woeful state of the 
county’s fire-preparedness. Lacking a sustainable funding source, 
many rural districts had let their engines and trucks go unmaintained 
and fall into disrepair. In parts of the county, needed fire stations 
were never built. As they worked to contain the flames, firefighters 
from different jurisdictions, using different radios and frequencies, 
struggled to communicate with one another. With wildfires raging in 
other parts of the state, little additional help came by way of mutual 
aid in the early days of the fire. Finally, absent a single regional fire 
district, no individual agency wanted to pay the full cost of 
helicopters only to have other districts free ride on the investment. 
The lease on the region’s only helicopter, at the City of San Diego’s 
fire department, lapsed just days before the fire. A year earlier. 
Mayor Dick Murphy voted against leasing the helicopter, arguing that 
it was unfair for the city to bear the burden of paying for a regional 
resource. 64 
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In the wake of the wildfires, county supervisors unveiled efforts 
to enhance regional coordination and increase investment in 
firefighting capacity. The county acquired a helicopter, placing it 
under the control of the Sheriff’s Department. In 2005, the 
supervisors also created the County Fire Enhancement Program to 
distribute county funds to existing fire districts and help pay for the 
replacement of old equipment.^ In addition, in 2004, county voters 
overwhelmingly approved an advisory ballot measure calling for the 
consolidation of backcountry fire agencies into a single, regional fire 
district. Fewer than one in five voters cast their ballots against the 
measure. 

Although the 2004 measure created new political momentum for 
consolidation, it may also have hardened public opinion against new 
revenue, the glue necessary to bring disparate agencies together. By 
explicitly saying that the consolidated regional agency would be 
funded by existing revenues and would not result in new taxes, the 
measure reinforced expectations that fire protection could be 
improved without any increased costs to taxpayers. 66 Shortly after 
the vote, however, a fiscal analysis carried out by the San Diego 
Local Agency Formation Commission (LAFCO) showed that a 
regional fire district would require substantial new revenue, above 
the property tax dollars and assessments collected by existing 
districts. A new tax, however, was a losing cause: between 1978 and 
2004, fire districts had asked voters for new or increased revenues 
more than seventy times; voters rejected two-thirds of these 
proposals.^ Supervisors also ruled out using county revenue to 
help fund the new agency. County-sponsored legislation to divert 
property tax dollars from local school districts to fund a new regional 
fire district and have the state backfill the school budgets to make up 
the difference quickly died in the state legislature. 

With few options for new revenue, consolidation efforts ground 
to a halt. It would take another set of wildfires in 2007, this time 
killing ten people and destroying 1,700 homes in the county, to bring 
new attention to regional fire protection and to revive efforts to 
reverse the forces of fragmentation. Shortly after the wildfires, a 
reluctant board of supervisors proposed a $52 countywide parcel tax 
to improve fire preparedness in the region as part of a broader 
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consolidation proposal approved by LAFCO. However, the board of 
supervisors remained internally conflicted on the issue, and its 
members did little to campaign for the measure, which appeared on 
the November 2008 ballot. Supervisor Dianne Jacob, the county’s 
leading advocate for consolidation and a LAFCO board member who 
represented much of the unincorporated backcountry, initially voted 
against placing the measure on the ballot before finally changing her 
mind. 

Nor did the supervisors succeed in overcoming concerns from 
other stakeholders. Many rural residents who were already paying 
special taxes and assessments for their existing fire districts 
opposed paying a second tax. In addition, elected officials in 
incorporated cities, whose residents would provide the bulk of new 
revenue for a program designed primarily to benefit residents in 
unincorporated parts of the county, also expressed concern. In 
Encinitas and La Mesa, city councils passed resolutions opposing 
the increase. Only the City of San Diego, which stood to benefit from 
the tax by having many of the county’s new reserve fire apparatus 
placed in city fire stations, enthusiastically endorsed the proposal, 
with Mayor Jerry Sanders becoming its key public face and 
proponent. 68 

Despite the lackluster campaign, more than 63 percent of 
county voters supported the tax increase in November. However, the 
number fell short of two-thirds, the supermajority threshold required 
under Proposition 13, with voters in the most fire-prone backcountry 
areas voting most heavily against the measure’s passage. A month 
later, the county moved ahead with the creation of a new regional fire 
district. Although the supervisors agreed to increase the county’s 
contribution to the agency above the amounts previously budgeted 
for the County Fire Enhancement Program, the new money provided 
only a fraction of the funds necessary to fully fund a regional fire 
department. 

With little new revenue to offset their loss of autonomy, several 
large fire districts opted out of the new regional body. To retain the 
support of other members, the county greatly limited the authority of 
the new fire warden, a post created to run the regional department. 
The plan did not assign the warden any authority over the day-to-day 
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coordination of fire and emergency response and explicitly noted that 
the warden would not have any operational responsibility, which 
would remain with the individual local fire aaencies.69 

Although the new regional district took some steps toward badly 
needed consolidation, it did little to create a single, unified structure 
to improve county fire-preparedness. More important, with the failure 
of the parcel tax in 2008, the new authority has had to find ways to 
expand existing fire services to previously unserved and 
underserved areas with little new money. By 2010, the county’s 
combined fire agencies continued to spend significantly less than 
their neighbors to the north, investing just $152.85 per capita in fire 
protection, compared to $177.98 in Orange County and $217.71 in 
Los Angeles County, a gap that had grown from five years earlier, a 
period that preceded the start of the consolidation efforts. 70 


Cross-Border Conundrums 


Today, globalization along the border evokes a critical debate—does the region’s 
future lie with the perpetuation of the wall, and all that it symbolizes—national 
security, sovereignty, defense, and militarization—or does it reside in the propagation 
of a world of transparent boundaries and trans-frontier cities? 

—Border scholar Lawrence A. Herzog, 20031 1 


San Diego is the hinge of a Pacific Rim megaregion extending 
from Baja California to Los Angeles. It is also a border metropolis 
with 3 million county residents that has as its conjoined twin Baja 
California Norte, with more than 3 million residents (half of whom live 
in Tijuana). With the largest trade and debt relations, foreign 
investment flows, migration traffic, and production-sharing 
arrangements of any two countries on opposite sides of the global 
north-south divide, the U.S. and Mexico are uniquely implicated in a 
binational drama that extends beyond their common border. In the 
early twenty-first century, cross-border relations have been severely 
strained by controversies over illegal immigration, drug-related 
violence and drug flows, and post-9/11 border security concerns. 
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Since 2001 there has been a seismic policy shift from a cross-border 
trade paradigm to a homeland security paradigm in terms of U.S. 
efforts and public monies spent.72 

In this daunting environment, how well is San Diego meeting the 
economic and political challenges of becoming a transborder 
metropolis? Though still a laggard compared to other West Coast 
metropolises in terms of Pacific Rim trade possibilities, San Diego 
finally emerged by 2000 from what local newspaper columnist Neil 
Morgan called its “cul-de-sac” existence of ocean, desert, the navy, 
and defense-aerospace spending. A regional NAFTA hub, San 
Diego’s ambitions to become a gateway to Latin America hinged on 
enhancing economic integration with Mexico through Tiiuana.73 

San Tijuana 


Once viewed as a tawdry honky-tonk town, Tijuana began to 
rise in the estimation of San Diego’s business leaders in the 1970s, 
when the trolley line between downtown San Diego and the border 
was built as a part of San Diego’s downtown revitalization plan. But 
the real catalyst for the new trade-and-investment strategy 
reenvisioning the neighboring cities as “San Tijuana”—Siamese 
twins joined in a regional city-state—was the growth of the 
maquiladoras. These cross-border assembly plants combined 
Mexican labor with electronic components and producer services— 
management, engineering, legal, accounting, advertising, and so on 
—originally provided from San Diego but increasingly from around 
the world. They benefited from post-1983 Mexican trade 
liberalization and, ten years later, the advent of NAFTA.74 

The maquiladora industry once represented the cutting edge of 
the two-way economic penetration between the United States and 
Mexico, stimulated by NAFTA and accelerated by Mexican 
privatization initiatives designed to entice foreign investors. This two- 
way trade and investment represented a growing component of the 
San Diego economy. Facilitating cross-border economic 
development, Baja California’s trade infrastructure could serve San 
Diego’s needs. Tijuana’s Rodriguez Field airport, with a ten- 
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thousand-foot runway that can handle international jet flights, and 
the Port of Ensenada, with growing container traffic, have 
supplemented San Diego’s limited airport and port facilities.75 

Beginning in the late 1980s, business, professional, and 
academic organizations on both sides of the border took the lead in 
trying to forge a cross-border consensus on transportation and 
development issues. In the 1990s a modicum of cross-border 
intergovernmental planning was achieved. The cities of San Diego 
and Tijuana cooperated on economic, environmental, and 
emergency response planning. Both SANDAG and several other 
Southern California agencies signed an agreement with the State of 
Baja California and its five municipalities to develop a joint border 
transportation plan. A variety of working groups were established to 
examine issues related to cross-border development, including the 
Regional Border Ports of Entry (Tijuana, Tecate, and San Diego) 
Council, a forum for regional and federal agencies, as well as 
community stakeholders, to examine opportunities to improve the 
management of the border crossings. It also provided a forum for 
considering the long-term expansion needs of the border ports of 
entry. There were also spillover benefits to San Diego with the 
establishment of an alliance among California, Baja California Norte, 
and Baja California Sur to tap into the $8.4 billion in federal money 
allotted for border environmental and infrastructure projects. 76 

Political Fences 


There were sharp political barriers, however, to furthering cross- 
border outreach. One major challenge was illegal immigration, which 
exacerbated already-prevalent Anglo indifference or hostility to 
things Mexican. Vigilante campaigns, encouraged by local 
conservative radio talk-show hosts, to “light up the border” with 
vehicle headlights or make citizen arrests of suspicious foreigners at 
Lindbergh Field were extreme manifestations of prevalent public 
attitudes that became more common after 9/11, culminating in 
vigilante group attempts to interdict illegal immigrants at the 
border.77 
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The stakes of the immigration reform debate were high for San 
Diego, where an estimated 10 percent of the workforce were illegals, 
and even higher for Tijuana families desperately dependent on their 
earnings. “I do not see a solution in building more fences,” said 
Mexican Senator Hector Osuna Jaime, a former Tijuana mayor. “You 
have to ask how high, what material will be used, and who will build 
it. We might even help you, but it’s not going to solve the 
problem. ”78 

Grassroots Anglo hostility was compounded by the political 
marginalization of San Diego’s Latino community. Compared with 
neighboring Los Angeles, America’s self-styled finest city has 
seriously lagged in achieving political integration of its Mexican-origin 
residents.79 Although prominent San Diego Latinos have succeeded 
in winning key political offices—in 2010, the presidents of both the 
city council and the city’s school board were Latino, as was the 
president of the regional chamber of commerce—the community has 
lacked a strong political organization and has not succeeded in 
building a broader rainbow coalition that includes other significant 
minority groups, including blacks and Asian Americans. In the 
absence of institutionalized leadership. Latino politics in the city and 
in the broader region have been dominated by competing family- 
based political dynasties. 80 

In San Diego, the political difficulties to transborder integration 
have been exacerbated by politicians motivated by populist hostility 
against the elite business consensus on border issues. Negative 
attitudes toward cross-border cooperation have been pervasive, 
crossing ideological and partisan lines. Congressman Duncan L. 
Hunter, a conservative Republican, and Congressman Bob Filner, a 
liberal Democrat, both opposed NAFTA and, albeit for different 
reasons, a binational airport. Hunter also single-handedly killed 
federal loan guarantees for the proposed reopening of the San Diego 
and Arizona Eastern railroad, on the grounds that the trains would 
serve as a welcome wagon for swelling hordes of illegal immigrants 
and drug smugglers. 81 

The Wall 
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Growing political opposition to illegal immigration, marked by the 
failure of comprehensive immigration reform under both Presidents 
Bush and Obama, has further complicated border politics for the 
region. Operation Gatekeeper, initiated in 1994 despite initial 
concerns over the militarization of the border, was generally credited 
with facilitating the flow of people and goods between San Diego and 
Tijuana by fostering a new level of cooperation between U.S. federal, 
state, and local law enforcement authorities and their Mexican 
counterparts. Unfortunately, fears of illegal immigration, seemingly 
impermeable to the fact of declining crime rates in San Diego, far 
outran the reality that the vast majority of undocumented workers 
merely passed through San Diego on the way to Los Angeles and 
points beyond. In 2005, these concerns took a somewhat reluctant 
President Bush to the Rio Grande, where he promised one thousand 
more agents and high-tech drone surveillance planes as additional 
efforts to secure the border. President Obama, an early advocate of 
immigration reform, largely followed in the footsteps of his 
predecessor in the run-up to the 2010 midterm elections, calling up 
National Guard troops to secure the border and pledging hundreds 
of millions of dollars in additional investment in border security. 82 
As part of efforts to reduce illegal immigration through 
deterrence, federal officials have pushed for the construction of new 
physical barriers along the San Diego-Tijuana border. Legislation 
adopted in the late 1990s required that existing barriers be replaced 
by a rugged triple fence along the fourteen-mile border and gave 
immigration officials authority to override existing state and federal 
environmental protections. Construction, along with enhanced 
security measures designed to avoid terrorist entry after 9/11, have 
resulted in long delays at the border, greatly increasing the 
transaction costs of cross-border trade, and have hampered efforts 
to promote closer integration on both sides of the border. San 
Diego’s fence does indeed seem to have slowed illegal immigrant 
inflows—or, rather, to have apparently shifted them further east to 
crossings in more dangerous mountainous and desert terrain. The 
cost, however, has been a chilling effect on cross-border cooperative 
morale and goodwill in the region. 83 
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Although the problems facing the City of San Diego and its 
underfunded pension, public services, and infrastructure systems 
have attracted more national attention, the challenges confronting 
the binational region as a whole are, if anything, as severe. Dealing 
with these challenges will require sustained and coordinated action 
—not only on the part of the city but also on the part of other 
municipalities, the county government, and the region’s multiplicity of 
single-purpose agencies. Unfortunately, there is little evidence that 
either political leaders, who remain divided about how to address 
overcrowding at the region’s only major airport, looming water 
shortages and steep water-price hikes, and the absence of 
comprehensive fire protection, or residents, who continue to oppose 
most efforts to raise taxes to pay for needed public services, have 
come to appreciate their linked fates or to accept the need for 
collective action on a regional scale. State constitutional provisions, 
which exacerbate a status quo bias in local institutions and provide 
voter minorities with veto power over most major public initiatives, 
make these tasks doubly difficult. 

The San Diego region has done little to prepare for the major 
infrastructure challenges of the twenty-first century. This is most 
apparent in the visible failures of regional stewardship of fire 
protection and airport development. The searing images of wildfires 
burning unchecked into heavily populated areas serves as both an 
enduring symbol of local and regional governments’ futility and a 
reminder of the consequences of chronic inaction. In the coming 
years, as these problems grow more dire, only a fundamental reform 
of the region’s governance system and an infusion of enlightened 
leadership and public support can stem what many fear is the 
beginning of the region’s downward trajectory. 
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8 Paradise Ungoverned 


It is easy to understand why qualified people would choose not to get into local 
government, given it is so terrible. ... In San Diego, we have a really small group of 
influentials. These folks are motivated to participate in government in order to get 
something from it. These include developers of property and those benefiting from 
franchise agreements. It is [in] nobody’s interest to look at the City’s best interests. I 
call San Diego the city of happy talk. There are lots of people taking a part of the 
government gravy train. 

—Former mayoral candidate Pat Shea, 2007^ 


The end of World War II was a transformative moment for American 
cities. Wartime industry and migration swelled urban centers, 
straining the facilities and capacities of local governments. The influx 
of poor, minority residents focused the nation’s attention on the need 
to promote urban renewal and confront difficult questions of civil 
rights. By the 1960s, the crisis of urban governance was receiving 
attention from policy makers across the country. “The [urban] 
problem is the largest we have ever known,” Senator Robert 
Kennedy noted in 1966. “And we confront an urban wilderness more 
frightening than the wilderness faced by the pilgrims or the 
pioneers.” Some, like urbanist Douglas Yates, concluded that 
American cities were simply “ungovernable,” their problems too vast 
and their institutions too fragmented to tackle the task.2 

Today, cities face a different set of dilemmas arising from new 
social and economic forces. Many urban areas face challenges 
rooted in the global forces of immigration and economic globalization 
and the local forces of governmental fragmentation, the latter driven 
by increasingly restless middle-class constituents. In many ways. 
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San Diego epitomizes the ungovernable city of the twenty-first 
century. 

The scale of San Diego’s governance challenges puts the city in 
a league of its own. The magnitude of its pension liability and budget 
deficits has few analogues in other locales. The state of disrepair of 
its basic infrastructure and the woeful levels of funding for core city 
services put San Diego at the bottom even among other cash- 
strapped California governments. The gaping disjunction between 
the grand ambitions of the city’s elected officials and business 
community and the pressing concerns of local residents defies the 
common sense of most outside observers. Yet, although the extent 
to which San Diego has failed to address its most pressing civic 
problems might be unusual, the nature of the governance challenges 
it has faced over the past two decades are far from unique. 
Examining the origins of these challenges and the strategies San 
Diegans have chosen to tackle them offers lessons for cities 
confronting similar crises. 

In this chapter, we retrace the key factors we believe are central 
to understanding both the causes of San Diego’s governance 
challenges and the city’s failure to resolve them. Although the 
absence of elite leadership—in the private and public sectors—has 
played a pivotal role, it is only part of the story. Equally important has 
been voters’ growing distrust of local government and their 
reluctance to provide the resources it needs to carry out basic public 
functions. Changing institutional dynamics, including the increasing 
resort to ballot-box budgeting and reform, have exacerbated these 
trends. We conclude by briefly examining the policy options available 
to remedy past failures and by highlighting the insights that the San 
Diego case can provide for communities elsewhere. 


Boosters, Bluejackets, and Public Entrepreneurs 


When I came to San Diego, there were a few people who wielded power. Some 
downtown bankers and other people. That is still the case to some degree, but what 
has happened though is that you don’t have a C. Arnholt Smith, or Bill Lynch, who 
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owned banks. Our banks are owned by people in San Francisco, or Charlotte, or 
someplace else, so you don’t have the same concentration of power and you certainly 
don’t have those institutions playing a role in philanthropy, which also affects politics. 
There has been a diffusion of power in the business community, part of it absentee 
ownership and part of it more diversity. 

—Bernie Jones, former editor, San Diego Union-Tribune, 20093 


William Heath Davis arrived in San Diego from San Francisco in 
1850, where he had been a merchant and shipper. Convinced that a 
settlement close to the waterfront would attract residents and trade 
to the area, Davis bought 160 acres of land, laid out plans for the 
city, and built a wharf and warehouse. A recession in 1851 brought a 
premature end to Davis’s speculative venture. In 1867, however, San 
Francisco furniture store owner Alonzo Horton revived the venture, 
buying eight hundred acres of Davis’s New Town for $265. Horton, a 
natural salesman, returned to San Francisco to advertise his 
properties in what would later become downtown San Diego. What 
lots he could not sell, he donated to churches and families that 
promised to build right away. 

Horton was San Diego’s first prominent businessman and 
booster. Although his scheme to use land to attract new residents 
and the railroad failed in the 1880s, a similar strategy would be 
adopted in the early twentieth century by Congressman William 
Kettner and the San Diego Chamber of Commerce to entice the U.S. 
Navy. As we recounted in Chapter 2 . the success of these pre-World 
War I private and public actors laid the foundation for San Diego’s 
phenomenal twentieth-century growth. In subsequent decades, the 
informal partnership between the business community, public 
officials, and the navy was instrumental in shaping land use patterns 
and mobilizing voters in support of bond campaigns to build water 
and transportation infrastructure.4 

In addition to building houses, offices, factories, and 
infrastructure, San Diego’s boosters and bluejackets, as they have 
been named by historian Abraham Shragge, contributed to its 
cultural life.5 Business mogul John D. Spreckels, for example, built 
Spreckels Theatre, California’s first commercial playhouse, and 
contributed to the 1915 Panama-California Exposition. George 
Marston, owner of San Diego’s leading department store, helped 
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found the YMCA and championed local parks. While shaping San 
Diego’s economic and cultural development, these businessmen 
also became the chief stewards of its politics.6 

In the years following World War II, the political influence of San 
Diego’s business community was consolidated in the hands of a 
local power elite, led by U.S. National Bank owner C. Arnholt Smith 
and James S. Copley, owner of the San Diego Union and San Diego 
Evening Tribune. Another pillar of the local business community was 
the San Diego Convention and Tourism Bureau, formed in 1954 and 
renamed the Convention and Visitors Bureau (ConVis) in 1965. 
ConVis led a campaign for a publicly financed convention center. To 
get around the opposition of local residents, ConVis worked out a 
deal with Mayor Charlie Dail to finance the project with money from 
the city’s capital outlay program and municipal employee retirement 
fund. The convention center opened in September 1964. In 1965, 
ConVis achieved “self-sufficiency” with the passage of the transient- 
occupancy tax—a tax levied on hotel guests that has been used to 
finance the city’s tourism marketing efforts ever since. 

Around this time, local business leaders and politicians were 
forging another alliance that would dramatically alter the city’s 
development trajectory. In the late 1950s, the San Diego Downtown 
Association formed an ad hoc committee to study the deterioration of 
the city’s downtown core. Downtown had languished as San Diego’s 
suburban periphery grew; new malls and housing tracts in Linda 
Vista and Mission Valley had contributed to a decline in retail sales 
and population. In 1959, several committee members founded San 
Diegans Inc. (SDI), a nonprofit organization composed of sixteen of 
the city’s leading property owners. 

San Diegans Inc. resembled other executive organizations in 
large American cities in both its composition and its objectives. The 
group advocated a massive infusion of resources to spur 
construction downtown; it also pushed the city council to develop a 
citywide general plan and a master plan for downtown. The 
ambitious agenda of SDI was resisted by local politicians. The city 
council refused to seek federal funds for downtown redevelopment. 
When voters rejected a bond proposal to finance the Community 
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Concourse, it was SDI officials who suggested financing the project 
with money borrowed from the municipal employee retirement fund.Z 
By the early 1960s, the first efforts to revitalize downtown were 
under way, with new skyscrapers popping up alongside San Diego’s 
Community Concourse. These were the first large structures to be 
built there since the Spreckels Building in 1927. By this time, there 
was little daylight between the business community’s pro-growth 
agenda and the talking points of local politicians. Under Mayor Frank 
Curran, the downtown civic center was completed, and voters 
approved a bond to build a stadium in Mission Valley for the San 
Diego Padres Major League Baseball expansion team. Curran’s 
mayoralty, however, ended under a cloud when he and members of 
the city council were indicted for participating in a scheme to raise 
taxi rates in exchange for campaign contributions. The early 1970s 
also saw the collapse of Smith’s political influence. Smith’s U.S. 
National Bank failed in 1973 under the weight of bad loans offered to 
other Smith-controlled companies. Copley died the same year, 
marking the end of a civic strongman era. 

In Chapter 2 . we discussed how Mayor Pete Wilson’s rise in 
local politics was facilitated by the vacuum created by the Yellow 
Cab scandal and the exodus of Smith, Copley, and other notables of 
the old-guard business community. Wilson, who presided over the 
city council under San Diego’s council-manager plan, used his 
powers to set the legislative agenda and appoint allies to key 
positions. Wilson, however, had little appetite for parliamentary 
maneuvering. Indeed, whenever he could, he sought to move issues 
out of the council and into more friendly decision-making venues.8 
Wilson’s lasting institutional contribution was the Centre City 
Development Corporation (CCDC). Wilson rejected overtures from 
SDI, whose members wanted it to serve as the main planning 
organization for downtown. The structural details of CCDC were 
worked out with the local chamber of commerce. In the end, both 
sides got what they wanted. Wilson would get to appoint the board of 
the new entity and its executive director. The business community, 
with the advent of tax increment financing, secured a stable and 
dedicated source of revenue for new downtown projects. 
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It is tempting to read these developments as the beginning of 
the end of active business leadership in San Diego politics. This 
would make San Diego similar to other cities experiencing a decline 
in the local corporate presence. Urban scholar Royce Hanson has 
tracked the presence of Fortune 500 companies in U.S. metropolitan 
areas. Between 1960 and 2003, large companies were moving 
operations to the suburbs in Cleveland, Pittsburgh, Baltimore, and 
other areas. The loss of corporate talent, Hanson argues, has meant 
fewer opportunities to engage corporate managers in civic affairs, a 
more fragmented civic elite, and a corresponding loss of civic 
leadership capacity.9 

As Table 8.1 shows, this characterization does not adequately 
describe San Diego. In 1960, San Diego was home to just one 
Fortune 500 firm—Ryan Aeronautical Corporation. In 2003, it was 
home to four—Sempra Energy, Qualcomm, Gateway, and Science 
Applications (by 2010, the latter two had moved their headquarters 
out of town). San Diego never had a large corporate presence to 
begin with. Indeed, as we described in Chapter 2 . the city has 
always nurtured small proprietors and branch plants, not corporate 
headquarters, despite efforts to attract the latter. Big business has 
been a much greater presence in Los Angeles and the Bay Area. 
Overall, California’s metropolitan regions, notwithstanding 
conventional wisdom, have avoided the loss of local corporate 
presence, each hosting more Fortune 500 companies in 2003 than in 
1980. 
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TABLE 8.1 Fortune 500 companies in metropolitan areas, 1960, 1980, 
and 2003 


Metropolitan area 

1960 

1980 

1003 

Change 1980-2003 

Washington, D.C. 

0 

3 

16 

13 

Dallas 

7 

8 

19 

11 

Houston 

1 

11 

19 

8 

Atlanta 

0 

4 

12 

8 

Minneapolis-St. Paul 

7 

11 

17 

6 

San Jose 


6 

11 

5 

Los Angeles 

13 

9 

14 

5 

Columbus 

1 

0 

5 

5 

Charlotte 

1 

2 

6 

4 

Kansas Cit>’ 

3 

2 

6 

4 

San Diego 

1 

0 

4 

4 

San Francisco-Oakland 

10 

8 

10 

2 

Indianapolis 

1 

1 

4 

1 

Phoenix 

0 

3 

3 

0 

Philadelphia 

21 

14 

13 

-1 

Detroit 

18 

13 

12 

-1 

Baltimore 

2 

4 

3 

-1 

Hartford 

2 

6 

4 

-2 

Milw'aiikee 

7 

11 

8 

-3 

Portland 

1 

6 

1 

-4 

Cleveland 

15 

13 

7 

-6 

Pittsburgh 

25 

16 

7 

-9 


SOURCES; Figures for Califorrua regions compiled by the authors from data provided by Fortune 
ntagazme. Figures for non-California regions are from table i in Royce Hanson, Harold Wolman, Da¬ 
vid Connolly, Katherine Pearson, and Robert McManmon, “Corporate Qtizenship and Urban Problem 
Solving," Journal of Urban Alfitirs 32:1 (February 2010), p. 6. 

Under Wilson, CCDC became the crucial locus of interaction 
between the business community and public officials. Why did 
Wilson prefer public planning under CCDC to private planning under 
SDI? In retrospect, three reasons seem apparent. First, the CCDC 
model enabled local politicians to exert greater control over the 
growth agenda. Second, CCDC helped mobilize a business 
community that by the 1970s lacked both organization and 
resources. Third, CCDC allowed Wilson and others to tap public 
resources efficiently, that is, without going through the city council, 
annual budget process, or voters. 

Political control was partly achieved by eliminating the 
competition. Following CCDC’s incorporation, the modus vivendi 
behind SDI and other private-sector planning initiatives was lost. By 
the late 1980s, SDI was largely defunct. In 1993, the group formally 
merged back into the San Diego Downtown Association. Political 
control has also been enhanced by CCDC’s institutional resources. 
Through its discretion to fast-track projects and, more important, to 
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distribute the tax increment, CCDC has allowed mayors to put their 
own stamp on land-use and development patterns downtown. 

Since its reincarnation, CCDC has also been an effective tool for 
local elected officials to tap private-sector expertise and political 
support. The template was established in the early 1980s with 
Wilson’s relationship with developer Ernest Hahn. Hahn worked 
closely with CCDC to secure the land and financing to build Horton 
Plaza. Hahn needed more than land and money, however, to make 
the project work. The developer pushed Wilson to build mass transit 
downtown, to clean up the Gaslamp Quarter, and to construct a new 
convention center. In fact, CCDC was instrumental in accomplishing 
Hahn’s first two demands; the Port of San Diego, another special- 
purpose government, eventually achieved the third. 

CCDC obviated the need for the old cumbersome process of 
approving and paying for large projects in San Diego. Under the old 
regime, local business leaders—like department store owner 
Guilford Whitney, Ryan Aeronautical Corporation founder Claude T. 
Ryan, local contractor Morley Golden, and the aforementioned 
Copley—provided the leadership to secure voter passage of general 
obligation bonds for financing large public works projects. In doing 
so, it was necessary to engage voters and to communicate the 
benefits of proposed projects. Voters generally trusted these 
businessmen more than elected officials. 

The combination of tax increment financing and revenue bonds 
—a form of borrowing backed by future revenues—allowed 
politicians to claim that new projects would be revenue neutral. After 
CCDC’s incorporation in 1975, there was less need to rely on 
general obligation bonds to pay for expensive projects. Such bond 
proposals have never been popular with San Diego voters and, even 
before Wilson’s time, were difficult to get passed. Horton Plaza, the 
San Diego Convention Center, and Petco Park—the cornerstones of 
San Diego’s downtown revitalization program—were all financed 
without general obligation bonds. Voters did sign off on conceptual 
proposals for the convention center in 1983 and the ballpark project 
in 1998, but neither required proponents to achieve high voter 
thresholds or to ask for tax increases. 
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The new downtown redevelopment regime offered few 
incentives for private-sector leaders to engage the public directly. 
With ConVis and CCDC, elements of San Diego’s business 
community were formally incorporated into local government. Local 
boosterism has been institutionalized even as local proprietorship 
has given way to chain stores and multinational conglomerates 
managed from afar. Table 8.2 . which lists the county’s twenty largest 
property owners, illustrates the extent to which San Diego’s business 
community has become the province of outsiders. Only four 
companies have local roots. Table 8.2 also suggests the difficulty 
that today’s public officials face in recruiting corporate leaders to 
participate in civic initiatives. Three of San Diego’s largest property 
owners are located in Los Angeles County, one is in Orange County, 
and fully half are owned by out-of-state entities. 

The replacement of broad civic-minded business leaders with 
narrow project-focused developers suits the interests of public 
officials. Separating the tax increment from other revenues and 
placing it under CCDC control means that elected officials do not 
have to justify awarding large redevelopment subsidies even as 
citywide funding for libraries, parks, and roads is cut. The poster 
child for the new form of politics was John Moores, a software 
developer from Houston who breezed into San Diego in 1994 when 
he bought the San Diego Padres. In four short years, Moores 
succeeded in securing hundreds of millions of public dollars from the 
city’s General Fund, CCDC, and the Port District. Moores lavished 
elected officials with campaign contributions and gifts. Having ironed 
out a favorable agreement with Mayor Susan Golding, Moores 
orchestrated a glitzy campaign to secure voter approval. After 
winning a narrow majority vote, he spent the following decade 
profiting from development rights on land near the ballpark. By 2009, 
Moores was ready to cash out. And then, having put down few roots 
in San Diego, Moores left town. 
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TAB I E 8 .i Top rwenty property owners in San Diego by taxes paid, fiscal year 2010-11 
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San Diegans Hate Their Government but Love Local 
Politicians 
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One of the problems in San Diego is that its politicians want power, but not to use it. 
—Scott Barnett, former executive director, San Diego County Taxpayers Association, 
200710 


In 2000, the Public Policy Institute of California surveyed San 
Diego County residents’ perceptions about the quality of life and 
problems facing their community. The outlook of most residents was 
positive, with large majorities agreeing that things were headed in 
the right direction (66 percent). This sunny outlook was dimmed 
somewhat by the list of problems residents cited. Topping the list 
were traffic congestion, affordable housing, and the environment. 
Ranking fifth on the list, however, above homelessness, lack of 
parks, too much growth, crime, and joblessness, was “the amount of 
property taxes, sales taxes, and other local taxes and fees that 
residents have to pay.” Interestingly, coming in eighth was 
“inadequate government funding for local services. ”11 

These simultaneous impulses, San Diegans’ reflexive dislike of 
taxes and yearning for more government services, are at the crux of 
a dilemma for public officials. How does one deliver public services 
at appropriate levels without raising taxes and thereby arousing the 
ire of constituents? The dilemma is exacerbated by the suspicions 
that voters have about local government. When asked to identify the 
causes of the problems facing their community, 75 percent of San 
Diegans in 2000 agreed that “government spending money on the 
wrong things” was a major cause. Indeed, far more San Diegans 
cited this reason than “too fast growth,” “poor quality schools,” the 
“growing gap between the rich and poor,” or “too much immigration.” 
Ranking third behind misplaced government spending priorities was 
“ineffective government.” Also making the list of major causes were 
“the way government goes about allocating state and local taxes” 
and “greed and corruption in aovernment.”12 

The 2000 survey offers a valuable snapshot of San Diegans’ 
historical distrust of local government, even as they demand more 
from it. The survey was taken at a high point for the city, just four 
years after the 1996 Republican National Convention. It predates the 
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political scandals that ennerged over the following ten years, 
including the conviction of City Councilwoman Valerie Stallings in 
2001 for accepting gifts in exchange for voting for the ballpark deal, 
the indictment of three council members in 2003 for accepting bribes 
from a local strip-club owner, and the conviction of local 
Congressman Randy “Duke” Cunningham in 2005 for accepting 
bribes in exchange for steering federal contracts to his friends. It also 
predates the pension scandal and the wildfires of 2003 and 2007, in 
which the incapacity of local government was prominently on display. 
Finally, it documents voters’ distrust of local government a full eight 
years before the 2008 global economic downturn exacerbated the 
city’s fiscal crisis, which resulted in deep cuts to local government 
services. In other words, the distrust that San Diegans harbor for 
local government predates its recent poor performance. 

Although local voters’ distrust did not necessarily derive from 
government performance, it has shaped local politics to a great 
extent. Public officials are quite aware that residents believe that 
local government ought to do as little as possible. They prefer 
allowing the private sector to take the lead. Residents believe that 
local government officials waste much of the money they receive in 
taxes and that government spending can be cut dramatically without 
consequence to the quality of public services they receive. Public 
officials accept voters’ antipathy to tax increases at face value and 
have strenuously avoided putting tax measures on the ballot. 
Nonetheless, these same officials recognize that cuts to public 
services are also very unpopular. 

In Chapter 5 (see Table 5.2 ). we documented the extent to 
which public officials have avoided testing voters’ antipathy to tax 
hikes. Between 1995 and 2008 only three proposals for tax 
increases were put on the ballot. Two such proposals were offered in 
2004 and targeted nonresident hotel occupants. The other was 
offered in 1996 and sought to raise the local sales tax by a quarter of 
a cent to pay for new branch libraries. None of the three, including a 
March 2004 proposal to raise hotel taxes to pay for emergency 
police and fire service, came close to the necessary two-thirds voter 
threshold. 
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Voters and public officials in other California cities were more 
successful in passing proposals for new taxes and bonds. Indeed, 
the data presented in Chapter 5 show San Diego to be an outlier 
among large cities and counties in California. Those figures may 
understate San Diego’s anomalous fiscal behavior. Between January 
2001 and March 2010, 565 local revenue measures were proposed 
by municipal governments in California. Of the 360 measures that 
required a majority vote by local voters, 243 passed, for a success 
rate of 68 percent. Ninety-eight of the 205 measures requiring a two- 
thirds vote passed, for a success rate of 48 percent.l3 Passing local 
ballot propositions for new revenues is a difficult task in post- 
Proposition 13 California. But local governments do have other 
revenue-raising tools, and nearly every local government outside of 
San Diego has tried to use them. 


TABLE 8.3 City of San Diego tax and bond initiatives, 1960-2009 



Proposed 

Passed 

% taxes and bonds passed 

% voting vvs (mean) 

1960-69 

Taxes 

1 

1 

100.0 

60.1 

Bonds 

17 

8 

47.1 

66.1 

1970-79 

Taxes 

3 

1 

33.3 

42.1 

Bonds 

13 

2 

15.4 

53.9 

1980-89 

Taxes 

0 

0 



Bonds 

2 

0 

0.0 

60.1 

1990-99 

Taxes 

1 

0* 

0.0 

53.1 

Bonds 

2 

1 

50.0 

56.0 

2000-09 

Taxes 

2 

0 

0.0 

51.7 

Bonds'" 

0 

0 

— 

— 


SOURCE: Office of the City Clerk, City of San Diego. 

'In November 1996, city voters approved a proposition providing for a branch library endowment 
fund paid for by the city’s share of a quarter-cent uxrease in the county sales tax The proposition did 
not go into effect because voters failed to approve the proposed quarter<ent sales tax increase. 

'’Between 2003 and 2008, the Qty of San Diego had its credit rating suspended as a result of 
accounting irrcgulanncs involving its pension system for municipal employees. 

Such was not always the case in the City of San Diego. Table 
8.3 shows the number of proposals for new taxes and bonds that 
San Diegans voted on and approved in various decades, from 1960 
to 2009. In the 1960s, public officials were highly successful in 
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getting voters to sign off on new revenues; two tax and eight bond 
proposals passed. These included bonds for $23.8 million and $3.5 
million, respectively, to complete facilities in Balboa Park; $15 million 
to upgrade the city’s inadequate sewer system; and a property tax 
increase to provide for a public transportation system. In the 1970s, 
voters approved a bond to build the San Diego Wild Animal Park 
and, in the same June 1978 election that produced Proposition 13, 
signed off on a $65 million bond for open space and parks. This 
pattern changed abruptly in the late 1970s and 1980s. Since the 
passage of Proposition 13, which raised the voter threshold to two- 
thirds on certain local tax hikes, not a single tax increase and only 
one bond measure have secured voter approval. 

In Chapter 1 . we introduced the term new fiscal populism to 
describe a breed of public officials who flourish under conditions of 
voter distrust of local government. Such politicians win office by 
advertising their fiscal and managerial credentials. Their combination 
of fiscal conservatism and social liberalism appeals to voters who 
want to keep the costs of government low while avoiding extreme 
positions on social issues like affirmative action and the 
environment.!! San Diego Mayor Jerry Sanders, a former police 
chief who pledged to play hardball with municipal employees and 
reversed his opposition to gay marriage, is cut from the new fiscal 
populist mold. 

Sanders was elected in 2005 to put the city’s fiscal house in 
order. While other candidates talked about tax increases on the one 
hand and bankruptcy on the other, Sanders embraced cuts to the 
municipal workforce, salary freezes, and other cost-cutting 
measures. Once in office, he worked to implement financial reforms. 
With City Attorney Michael Aguirre’s lawsuits against the city’s 
retirement system going nowhere, the mayor was stuck with the 
benefit increases granted by previous administrations. In 2008, 
Sanders convinced city employees to agree to a two-tiered pension 
system. In 2009, the city council backed the mayor’s plan to 
unilaterally impose new labor contracts on police and blue-collar 
workers. But the burden of the city’s burgeoning pension payments 
and investment losses dwarfed the modest savings the mayor 
achieved. 
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Even before the global economic downturn that began in 
October 2008, Sanders faced the unwholesome choice between 
raising taxes to cover shortfalls in the municipal budget and imposing 
deep cuts to public services. The recession merely hastened the 
inevitable showdown between San Diegans’ demands for high- 
quality public services and their steadfast refusal to support 
measures to pay for them. Ever the conciliatory figure, Sanders was 
ill equipped to pursue either tax hikes or service cuts with much 
enthusiasm. Ultimately, voters in San Diego made Sanders’s choice 
for him. In the November 2008 elections, voters ousted city attorney 
Aguirre and elected four new members to the city council. 

One of the incoming council members was Carl DeMaio, a 
Republican elected from District 5. DeMaio was a relative newcomer 
to San Diego, having arrived in 2002 as a senior fellow for the 
Reason Foundation. Reason is a libertarian think tank advocating 
smaller government and market-friendly public policies. Ironically, the 
pretext for DeMaio’s arrival was Reason’s giving the city council an 
award for running the most efficient local government in California. 
The irony did not stop there. In 2000, DeMaio helped found the 
Performance Institute, a for-profit think tank specializing in training 
government workers in performance-based management practices. 
DeMaio’s timing was fortuitous. With Republicans taking over the 
White House in 2000, DeMaio cashed in on the contacts he had 
made as a Republican operative in Washington, D.C. On the 
strength of several lucrative contracts with federal agencies, DeMaio 
built the Performance Institute into a multimillion-dollar enterprise. 

With Aguirre’s defeat and DeMaio’s election, the pendulum of 
the new fiscal populism in San Diego swung from left to right. 
DeMaio’s status as a self-proclaimed businessman-turned- 
government-watchdog is belied by his deep roots in ideological 
Republican politics. DeMaio got his start working with House 
Speaker Newt Gingrich and Virginia Thomas, former labor counsel of 
the U.S. Chamber of Commerce and wife of U.S. Supreme Court 
Justice Clarence Thomas, at the Congressional Institute. The 
institute was set up to coordinate planning among Republicans in the 
U.S. House, party insiders, and corporate lobbyists. While at the 
Reason Foundation, DeMaio helped author a report that called for 
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the privatization of many federal government operations. DeMaio 
also wrote reports on competitive outsourcing of federal contracts. 

In a further ironic twist, these reports came out as DeMaio 
achieved his greatest business triumph—the Performance Institute’s 
inclusion in a special schedule of vendors that compete with one 
another for federal contracts and, as such, are insulated from 
competition with the open market. The listing paved the way for a 
series of federal contracts that transformed Performance into an $8.5 
million company by the time DeMaio cashed out in 2007. Now 
ensconced in San Diego, DeMaio began working to implement his 
privatization and antiunion agenda at the local level. 

DeMaio is not the first local politician to capitalize on San 
Diegans’ distrust of their government. Similar antigovernment 
rhetoric has been used by elected officials to defeat proposals to 
upgrade the city’s wastewater system, force residents to pay the true 
costs of trash collection, fund the city’s library and park facilities, 
place municipal employee health care on a sound fiscal footing, and 
raise taxes to pay for police and fire protection. DeMaio’s real 
innovation lies in his relentless efforts at self-promotion. The new 
councilman turned an organization ostensibly devoted to training 
government workers into a political machine generating ideas and 
campaign cash for local conservative causes. 

Since 1991, not a single member of the San Diego city council 
has been defeated for reelection.15 Four council members who 
voted to underfund the municipal retirement system in 2002 were 
subsequently returned to office by their constituents in 2004. Even 
Mayor Dick Murphy, who presided over the pension scandal, was 
narrowly reelected in 2004. What explains the electoral success of 
individual politicians in a setting where the large majority of residents 
distrust their government? The secret lies in these officials’ ability to 
deliver benefits to the subpopulations of residents who control their 
electoral fates and to avoid controversial positions on divisive issues 
like taxes. 

On certain occasions, mayors and council members have also 
used the strategy of running against local government to great effect. 
In the immediate aftermath of the pension scandal, the strategy was 
used successfully by political outsiders Michael Aguirre and Donna 
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Frye. These progressives promised to end the backroom deals that 
contributed to the city’s fiscal morass and to increase government 
accountability. Ultimately, however, conservatives like Sanders and 
DeMaio became the true masters of antigovernment rhetoric. By 
holding up municipal employees as local bogeymen, these politicians 
succeeded in mobilizing voter distrust in the service of conservative 
causes like privatization and increased executive authority. 
Unfortunately, they have failed to lead the city out of its fiscal woes 
and have managed to further polarize San Diego’s divided 
electorate. 


Changing Institutions, Changing Politics 


Paradoxically, the further the initiative process goes, the more difficult and problematic 
effective citizenship becomes. California has not just seen a sharp decline in the 
quality of public services—education, public parks, highways, water projects—that 
were once regarded as models for the nation. It has also seen the evolution of an 
increasingly unmanageable and incomprehensible structure of state and local 
government that exacerbates the same public disaffection and alienation that have 
brought it on, thus creating a vicious cycle of reform and frustration. 

—Peter Schrag, Paradise Lost, 799816 


In Chapter 4 . we explained how the two-constituencies problem 
contributes to disagreements between mayors and city councils in 
San Diego. Conflict springs from differences in the constituencies of 
the mayor, who represents voters, and members of the city council, 
each of whom represents a subset of the city’s residents. The 
problem is exacerbated by the self-sorting of residents into local 
neighborhoods according to race, ethnicity, and class, and it is 
magnified by disparities in voter registration and turnout. But the two- 
constituencies problem transcends such battles between the two 
branches. Indeed, the most important two-constituencies problem 
involves the city council, which controls spending for local programs 
and services, and voters citywide, who must approve most measures 
to increase revenues. Under state law, a majority of voters must sign 
off on new taxes for general government purposes. If a proposed tax 
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is earmarked for a special purpose (e.g., for libraries, fire protection, 
or other services), two-thirds of voters must give their approval. 

The differences between the coalition needed to increase 
expenditures for local programs and services (a council majority) and 
the coalition needed to increase revenues to pay for them (a citywide 
voter majority or supermajority) are at the root of the dilemmas of the 
new fiscal populism, San Diego style. Over the past twenty years, 
the council has voted to increase spending on libraries, municipal 
pensions, downtown redevelopment, and other programs. However, 
voters citywide have consistently rejected efforts to increase 
revenues to pay for what their elected representatives have voted 
for. Table 8.4A shows how San Diegans voted on three revenue 
measures designed to increase funding for public services. The first 
was an attempt in 1996 to raise money for branch libraries. In 
November 1996, a majority of voters approved a plan to use the 
city’s share of a proposed quarter-cent increase in the sales tax for 
branch libraries. Proposition C passed with 53 percent of the vote. 
Only District 5 failed to return a majority. However, the measure 
failed because an insufficient number of voters in San Diego and the 
rest of the county voted for the sales tax increase. The measure 
succeeded in winning the necessary two-thirds in four council 
districts. Unfortunately, three of these four districts were those with 
the fewest voters and the lowest voter turnout. 
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Similar setbacks were experienced in 2004 and 2008. In March 
2004, voters narrowly rejected a measure to increase hotel taxes to 
fund police and fire emergency services. Support for the measure, 


294 



Proposition C, was highest in San Diego’s three poorest districts and 
lowest in the affluent coastal and suburban districts. As with the 
1996 vote on libraries, support for new revenues happened to be 
highest in areas with the lowest voter registration and turnout.!? In 
2008, voters defeated an attempt to implement a countywide 
property parcel tax to increase funding for regional fire protection 
services. The measure. Proposition A, received more than two-thirds 
support in five of eight council districts, including more than 70 
percent in Districts 3, 4, and 8. Unfortunately, high support in these 
districts was offset by greater opposition in vote-rich Districts 2 and 6 
and other parts of the county. The 2004 and 2008 measures both 
failed less than a year removed from disastrous wildfires that 
exposed the serious inadequacies of the region’s existing fire 
protection services. 

Conflicts between the city’s subpopulations have been 
especially apparent on efforts to reform the city’s governance 
arrangements in the wake of the pension scandal. In addition to 
considering proposals to increase local revenues, local voters have 
been asked to weigh in on proposals to change the city’s institutional 
makeup. Table 8.4B describes the pattern of voting on four selected 
charter changes between 2004 and 2010. The first two. Propositions 
F and G, passed with narrow citywide majorities. Proposition F 
changed the city’s form of government from a council-manager to a 
mayor-council plan. Proposition G sought to impose a fifteen-year 
schedule for repaying the city’s pension liability, a vote later ruled to 
be advisory. The short repayment schedule would have necessitated 
even deeper cuts to public services than the twenty-year schedule 
adopted in 2007. 

Table 8.4B shows that the same discrepancies in registration 
and turnout that shaped the outcome of the 2004 and 2005 mayoral 
elections (see Chapter 4 . Tables 4.3A and 4.3B 1 were equally 
decisive here. Proposition F passed on the strength of comfortable 
margins in vote-rich Districts 1 and 5. Majorities of voters in three 
districts opposed the switch and one other. District 4, passed it by 
the slimmest of margins. Without significant majorities in the most 
affluent areas of the city, San Diego would have retained its council- 
manager plan. The vote shares for Proposition D in 2010, which 
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made permanent the strong-mayor form of government, suggest that 
support for the reform has not changed much since 2004. Similarly, 
Proposition G received its greatest support in Districts 1 and 5. 
Majorities of voters in the city’s three poorest districts, where minority 
group voters are most prevalent, opposed the austere fifteen-year 
repayment schedule. 
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The 2006 vote on Proposition C, which allowed the City of San 
Diego to contract out services traditionally performed by city 
employees to private-sector organizations, illustrates the 
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decisiveness of affluent white voters in citywide elections. 
Proposition C was a reform pushed by Mayor Sanders. Local labor 
organizations fought hard against Proposition C. As Table 8.4B 
illustrates, this defeat was driven by the same coalition that elected 
Sanders in 2005. Districts 1, 2, 5, and 7 delivered large majorities in 
favor of managed competition. Majorities of voters in Districts 4 and 
8 opposed the measure. The measure passed in District 3 by the 
narrowest of margins. Nonetheless, because of weak registration 
and turnout, opposition in these areas counted for much less than 
support in more mobilized areas. 

This brief review of recent initiative contests underscores four 
essential points about the nature of local politics and how it has 
changed since 1990. First, San Diegans remain divided on whether 
new revenues are needed to improve deficiencies in public services 
as well as on what institutional changes would best address the 
problems exposed by the pension scandal in 2003. Second, these 
and other divisions have been institutionalized with the 
implementation of district elections and, more recently, the strong- 
mayor form of government. Third, disagreements between the mayor 
and city council, and discrepancies between what is approved by the 
city council compared to the citywide electorate that participates in 
the initiative process, are driven by differences in their respective 
constituencies. Finally, the outcomes of mayoral elections and 
initiative campaigns have been heavily influenced by disparities in 
registration and turnout among San Diego’s various subpopulations. 
These disparities have ensured that the preferences of San Diego’s 
affluent white voters continue to be decisive. 

Thus, the new fiscal populism in San Diego has institutional 
foundations. The power to determine the level of expenditures for 
local programs and services lies with the city council. Since 1990, 
council members have been elected by district. Democrats enjoy a 
registration advantage in three districts; Democratic candidates 
frequently do well in others (Barack Obama won majorities in all 
eight districts in 2008). Since 2002, Democrats have enjoyed a 
majority on the city council and have used this to resist cuts to 
popular public services and, on occasion, have voted to increase 
expenditures. They have successfully stalled efforts to implement 
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managed competition. The power to raise revenues to fund public 
services, however, lies with local voters. When given the chance in 
1996, 2004, and 2008 to increase revenues to pay for libraries and 
police and fire protection services, voters refused. 

That the new fiscal populism has institutional foundations does 
not mean that institutions are determinative. It means that the path of 
least resistance is to forgo asking voters to dip into their own pockets 
to pay for public services and to oppose initiatives that would require 
them to do so. The most effective line of attack is to tap into voters’ 
long-standing distrust of local government. In recent years, such 
different figures as City Attorney Michael Aguirre, Mayor Sanders, 
and Councilman Carl DeMaio have won office by running against 
local government. Each offered a platform whereby voters would be 
asked to, in the words of then-local columnist Gerry Braun, do 
nothing and be congratulated for doing it. 

Fighting against such powerful tides requires leadership. In San 
Diego, leadership has been sorely lacking. In the private sector, few 
local business leaders have stepped up to the plate to offer concrete 
solutions for fixing obvious revenue problems and institutional 
deficiencies. The local chamber of commerce has generally sat on 
the sidelines in the city’s and region’s most critical policy debates. In 
the public sector, elected officials have scarcely done better. Mayor 
Sanders has resisted measures to increase revenues and offered 
only halfhearted support for a 2010 sales tax hike measure to close 
the city’s budget deficit. Recognizing the high bar to securing tax 
increases, members of the council voted to underfund the pension 
and for other shortsighted schemes to balance the budget. 

The evidence suggests that San Diego’s voters, though less 
inclined to support new revenues than voters in other California cities 
and typically regarding local government with a wary eye, are not 
immovable. Each of the revenue measures analyzed here was 
supported by a majority of San Diego voters. The level of support, 
however, was insufficient to meet the two-thirds threshold for special 
taxes. A recent survey by the independent budget analyst similarly 
found that San Diego residents were willing to pay more to maintain 
public services at current levels. Survey respondents voiced a 
preference for increased user fees and charges over higher sales 
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and property taxes. Nonetheless, the survey demonstrated that 
residents can appreciate the relationship between revenues and 
services. San Diego’s political leaders have simply failed to make the 
same connection. 


The Crisis of San Diego Politics 


At the end of the day, there’s going to be Armageddon in the city. 
— Firefighters’ union president Frank De Clercq, 20 7018 


As we discussed in Chapter 3 . San Diego’s pension scandal 
unleashed a series of institutional reforms, pushed through by an 
unusual alliance of civic leaders from both sides of the ideological 
spectrum. However, the city has found no similar consensus on 
efforts to close its chronic budget deficit, which has only grown larger 
in recent years. The three factors discussed here—the absence of 
civic leadership, voter tax aversion and distrust in government, and 
adverse institutional constraints—have prevented the city from 
putting its finances on a more solid footing. 

In 2010, the city still lacked a coherent strategy to close the gap. 
Mayor Sanders’s plan to reap significant savings through 
outsourcing of city services remained mired in labor negotiations. 
While another ad hoc panel, the Citizens Revenue Review and 
Economic Competitiveness Commission appointed in 2009, 
identified potential sources of new funds, all required either a vote of 
the people or extensive cost studies that would significantly delay 
implementation.19 Among immediately available revenues, a labor- 
funded poll showed only a half-penny sales tax increase attracting 
support from voters likely to participate in a low-turnout midterm 
election in 2010.20 

Quietly, Sanders approached the city council about a potential 
deal to link a sales tax increase on the November 2010 ballot with 
progress on key city reforms, including outsourcing of services. 
However, when word of the negotiations reached business leaders. 


300 




who were inclined to oppose all tax increases, Sanders quickly 
disavowed the proposal. 21 In a statement, the mayor’s office refused 
to acknowledge that Sanders had floated a compromise plan and 
said that the weak economy meant that it “was not the proper time” 
to consider raising taxes .22 

Proposition D 


For five years, my efforts to build consensus on cost controls were held back by the 
argument that San Diegans would rather raise taxes than reduce services. That 
notion got a fair hearing, and it’s now been laid to rest. 

—Mayor Jerry Sanders, state-of-the-city address, 2011 


Many political observers advocated a compromise measure— 
combining cost-cutting and benefit reductions with new revenue—as 
a way to end the standoff. However, the sequencing of cuts and tax 
increases would require trust on both sides, something neither labor 
nor business leaders were willing to provide. Labor leaders feared 
that concessions on employee benefits would reduce immediate 
pressure on the budget, thereby reducing support for higher taxes. 
Business leaders worried that raising taxes would eliminate their 
leverage for additional benefit cuts. The absence of strong leaders— 
individuals with long-term investment in the city and enough 
reputational capital to guarantee that any deal made would not 
unravel over the passage of time—made the task of overcoming 
distrust on both sides doubly difficult. 

With just days left ahead of the deadline to place measures on 
the November 2010 ballot, council members Donna Frye and Todd 
Gloria unveiled a sales tax proposal incorporating many of the 
elements Sanders had originally suggested. Under the Frye-Gloria 
plan, voters would be asked to approve a temporary, five-year sales 
tax hike. Before new revenues could be collected, however, the 
measure would require certification from the city auditor that a series 
of ten cost-cutting reforms had been completed by the council. The 
required reforms included higher employee contributions into the 
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pension system, a reduction in retiree health-care benefits, and the 
completion of the formal guide necessary to begin outsourcing city 
services.23 Reversing himself yet again, Sanders announced his 
support for the measure, which would appear as Proposition D on 
the fall election ballot. 

Proposition D quickly won the endorsement of organized labor, 
which pledged to financially back the campaign on its behalf. A 
divided chamber of commerce and the Regional Economic 
Development Corporation, two business umbrella organizations, also 
came out in support, though neither group offered significant 
financial backing. However, the business community did not speak 
with one voice. Realtors, car dealers, and restaurant owners all 
opposed the sales tax increase and threw their weight behind 
Republican Councilmen Kevin Faulconer and DeMaio, who spoke 
out vehemently against raising taxes. 

By September 2010, labor leaders signed off on the city’s 
managed competition guide, and the city council adopted several of 
the promised reforms. However, the progress did not satisfy DeMaio 
and Faulconer. The two Republicans had begun calling Proposition 
D a “pension tax”—a familiar tactic borrowed from the campaigns 
against the 2004 tax measures—and had captured media attention 
with new reports purporting to document waste and abuse in city 
government. 

Their message clearly resonated with the voters. On Election 
Day, Proposition D received just 38 percent of the vote, far short of 
the simple majority needed for passage. The measure failed to 
garner a majority in any of the eight city council districts. Consistent 
with the voting patterns on previous tax initiatives, however, support 
for the sales tax was highest in District 3 (49.9 percent) and lowest in 
District 5 (31.1 percent). Once again, turnout was lowest in areas 
where poor and minority residents were most concentrated. 

Financing Redeveiopment 


The campaign over Proposition D was overshadowed by 
another development with important implications for the city budget. 
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Earlier in the year, the city council and CCDC began efforts to extend 
the life of various redevelopment project areas downtown. Without 
the extension, the city would need to wind down redevelopment 
activity by the early 2020s, when it would hit the $3 billion cap set by 
state law. 

Lifting the redevelopment cap was central to the construction of 
a new Chargers football stadium adjacent to Petco Park, a project 
avidly endorsed by Sanders and the downtown business community. 
Without redevelopment dollars, the city would have no way to pay 
the estimated $500 million to $600 million the Chargers were 
seeking from local government for a new stadium. However, 
extending the life of redevelopment areas would also exacerbate the 
city’s budget deficit, by continuing to divert scarce tax dollars into 
dedicated redevelopment accounts, where they would not be 
available to pay for basic city services. Officials estimated that lifting 
the cap would deprive the city budget of nearly $300 million in 
property taxes over the course of the following three decades. 24 
Although redevelopment boosters argued that this loss would be 
offset by economic development spurred by redevelopment, there is 
little doubt that extending downtown redevelopment would produce 
significant short-term costs for the city budget. 25 

With several good-government and neighborhood groups 
opposed to shifting more tax dollars downtown, Sanders and CCDC 
worked behind the scenes to lobby state lawmakers for an 
exemption to the state redevelopment law—allowing the city to raise 
the redevelopment cap without completing the necessary studies. 
Doing so would also sidestep a vote of the city council, which was 
increasingly skeptical about downtown redevelopment, and avoid a 
likely lawsuit from the county, which was worried about losing its own 
property tax dollars to redevelopment. 

In early October, the backroom bargaining bore fruit. As part of 
all-night negotiations over the state’s overdue budget, a provision 
extending the life of San Diego’s downtown redevelopment areas 
was slipped into a budget trailer bill by Assemblyman Nathan 
Fletcher. A rising star in the Republican Party, Fletcher was seen by 
many as a potential successor to Sanders, whose second term was 
to end in 2012. With little debate and limited public notice, the bill 
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was quickly approved. 26 Although Fletcher was hailed by downtown 
business groups, the move was decried by many San Diegans. 
Members of the city council, the governing body for the city’s 
redevelopment agency, knew nothing about the ongoing negotiations 
and lashed out at Sanders and CCDC. “I feel as though we’ve been 
betrayed,” Councilwoman Marti Emerald complained angrily. Despite 
their outrage, council members refrained from asking the governor to 
veto the legislation. 

In addition to the financial cost to the city budget, the 
redevelopment deal created a new headache for supporters of 
Proposition D. DeMaio, usually an ally of downtown business groups 
and a redevelopment supporter, argued that the move illustrated the 
duplicity of San Diego’s elected officials and undermined their pledge 
to carry out necessary budget reforms. Linking the redevelopment 
deal to the sales tax increase, DeMaio told the press: “The whole 
public process has been completely disregarded in favor of an 11th 
hour closed-door, politician to politician deal. . . . That’s what [the 
public] got in this deal. That’s what they’re going to get on Prop. 
D.”27 Coming just a day after the chamber of commerce endorsed 
Proposition D, the passage of the redevelopment bill further 
undermined the city’s effort to convince voters to approve the sales 
tax increase. 


Looking Forward 


We presented the public with a choice. That choice has now been made by the 
voters. I'll work with the City Council to keep us on the path of reform and fiscal 
responsibility, but make no mistake there’ll be tough cuts coming ahead. 

—San Diego Mayor Jerry Sanders, 201028 


Given the scale of San Diego’s fiscal and governance problems, 
it is unlikely that any single set of political institutions or policies can 
reverse several decades’ worth of errors, misjudgments, and general 
absence of political will. Nor is it likely that, in the absence of greater 
civic leadership and higher rates of participation and engagement 
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from local residents, San Diego’s elected officials will be able to 
close the widening gap between city revenues and expenditures and 
reconcile competing budgetary pressures in a coherent way. 
Nevertheless, there do exist significant opportunities for institutional 
and economic reforms that can begin to mend San Diego’s chronic 
policy dysfunctions. In this section, we review a variety of proposals 
that have been offered and assess their potential for addressing the 
city’s financial and governance challenges. 

Revenue Enhancements: A Lost Cause? 


San Diego’s financial crisis has its origins in inadequate city 
revenues, not excessive spending. The revenue problem is twofold. 
First, San Diego’s overall tax receipts lag far behind other major 
California cities, a fact ably documented by multiple city- 
commissioned studies.29 Second, despite the city’s low revenue 
base, San Diego must use its regular budget to pay for services 
supported by separate, dedicated revenue streams elsewhere. San 
Diego is one of the only major cities in California to provide 
residential garbage collection free of charge. Its storm-water fees 
cover a fraction of the total cost for pollution prevention and the 
maintenance of storm drain infrastructure. The rest of the bill is 
picked up by the city’s General Fund. For years, city leaders also 
dragged their feet on reviewing other user fee-supported services, 
failing to ensure that their charges recovered the full cost of service 
provision. 30 

Increasing revenues to achieve parity with other cities, however, 
requires the city to seek the consent of its voters—consent that 
recent history suggests San Diego voters are not likely to give. 
Although trash collection fees are expressly exempt from these 
procedural hurdles, free refuse collection is guaranteed by the San 
Diego city charter, which can be amended only by a vote of city 
residents. Given the failure of Proposition D, the city is unlikely to 
succeed in persuading its fiscally conservative voters to approve 
higher taxes and fees, at least not in the near future. 
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In short, state institutions’ and residents’ aversion to taxes take 
most forms of new revenue off the table. However, San Diego has 
several other strategies for increasing the funds available to the city 
budget. During the early years of the city’s redevelopment program, 
elected officials provided significant start-up capital to finance San 
Diego’s redevelopment projects. This money represented loans from 
the city’s budget, although a recent federal audit noted that the city 
failed to ensure for the repayment of outstanding redevelopment 
loans. At present, the outstanding balance approaches $270 million, 
and the city currently has no long-term plan for its repayment.^ 
Initiating the repayment of the debt using tax increment dollars can 
provide significant new short-term revenues for the city budget, 
though not a long-term solution to San Diego’s structural budget 
deficit. 

In addition, residents can relieve the pressure on the city’s day- 
today budget by passing a general obligation bond to pay for 
upgrades of aging infrastructure, including repaving potholed roads. 
Between 2004 and 2010, for example, San Diego spent more than 
$130 million on street resurfacing. Recent estimates by the city 
auditor suggest that the bill for outstanding repairs approaches $400 
million.^ A bond could also support the construction of new libraries 
and other capital facilities currently funded directly through the 
General Fund or bonds that borrow money against future General 
Fund revenues. 

Despite the failure of recent tax proposals, there is reason to 
believe that a bond measure, which would require a two-thirds vote, 
could be designed to attract support from San Diego residents. In 
1998 and again in 2008, San Diego voters overwhelmingly approved 
two major school bonds to improve facilities at the city’s schools, 
administered by a separate agency. By earmarking bond proceeds to 
specific construction projects, city leaders could allocate projects to 
each council district to build a citywide majority. A bond measure 
would likely receive support from the construction industry, a 
powerful voice in San Diego’s business community, and by limiting 
funding to capital projects could overcome voter concerns that new 
revenues would be used to pay for pensions for city workers. 
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Retiree Benefits: Littie Room for Reform 


At the start of fiscal year 2010, San Diego’s outstanding debt for 
retiree benefits totaled nearly $3.5 billion—dwarfing all other city 
liabilities. The figure includes a deficit of more than $2.1 billion in the 
city’s retirement system and an unfunded liability of approximately 
$1.4 billion for retiree health care.^ In 2010, San Diego was 
contributing more than 40 percent of its total payroll into the pension 
system, and it had only taken tentative steps to begin prefunding the 
health-care liability. Collectively, the annual bill for retiree benefits 
has continued to grow—even as the overall size of the budget has 
shrunk as a result of declining revenues. 

Both debts have similar historical origins. In 1982, Mayor Pete 
Wilson persuaded city employees to voluntarily withdraw from the 
federal Social Security system, in a move designed to save the city 
money by reducing its payroll taxes. In exchange, Wilson promised 
employees that taxpayers would provide them with city-funded 
health care for life. However, neither Wilson nor his successors ever 
put aside the funds necessary to pay for this commitment. For most 
of its recent history, the city paid its annual health-care bill from 
surplus pension earnings. Nor did the city take steps to prefund the 
future liabilitv.34 

In recent years, city leaders have attempted to reduce these 
debts, with little luck. Most new employees hired after June 2009 
have received significantly lower pension benefits under a two-tier 
system. 35 Workers hired since July 2009 have also received a much 
stingier retiree health guarantee. In addition, most workers have 
increased their own pension contributions. These changes, which 
will produce significant savings over the next several decades, have 
made only a small dent in the city’s existing retiree debts. 

The problem is that the outstanding liabilities are driven almost 
exclusively by benefits already earned by current and former 
employees, whereas reforms designed to reduce retirement benefits 
target new employees. California’s constitution, which prohibits 
public agencies from backsliding on concessions won by workers 
through good-faith negotiations, does not allow the city to impose 
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retroactive pension benefit cuts, the only policy that would result in a 
serious reduction of the pension debt. Even proposals like the 
elimination of the defined-benefit pension for new city workers and 
the creation of 401(k)-style plans would do little to significantly lower 
the pension liability. 

Municipal Bankruptcy: An Uncharted Path 


Given voters’ unwillingness to raise taxes and strict legal limits 
on the city’s ability to unilaterally and retroactively reduce retiree 
benefits, some local observers, including former city attorney Mike 
Aguirre, have argued that San Diego has reached the point of 
insolvency. Aguirre and others have urged the city to seek protection 
under Chapter 9 of the federal bankruptcy code, a law written at the 
height of the Great Depression to provide an orderly process to 
restructure municipal debts. 

The dearth of legal precedent addressing the legal reach of 
municipal bankruptcy makes it difficult to predict whether the city 
could successfully use the bankruptcy process to reduce retiree 
benefits despite state and local laws that usually make these 
benefits out of reach.^ To date, no municipality has ever succeeded 
in reducing its pension liability through the bankruptcy courts, 
although growing questions about the soundness of public pensions 
in cities and states across the country suggest that many more are 
likely to try in the coming years. 

What is clear, however, is that San Diego is likely to face 
significant challenges in any future effort to seek bankruptcy 
protection. Unlike other parts of the federal bankruptcy code. 
Chapter 9 is designed to make municipal bankruptcy the avenue of 
last resort, including a requirement that local governments prove that 
they are insolvent.^ Given the unwillingness of San Diego voters to 
raise taxes to levels in place in other California cities, it is a hurdle 
the city is unlikely to clear. In a widely cited 1940 decision, a federal 
appellate court rejected a bankruptcy petition from a small California 
irrigation district on the grounds that it had not exhausted its taxing 
powers. The court ruled that “we are unable to find any reason why 
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the tax rate should not have been increased sufficiently to meet the 
District’s obligations, or why it can be said that the plan is ‘equitable’ 
and ‘fair’ and for the ‘best interest of the creditors’ with no sufficient 
showing that the taxing power was inadequate to raise the taxes to 
pay for them.”38 

In short, bankruptcy remains a highly speculative and uncertain 
option for San Diego. A successful filing would likely provide 
significant fiscal relief but only after years of litigation. In the short 
term, bankruptcy will bring significant costs—in the form of legal fees 
and higher borrowing costs—that will make the challenge of 
balancing the budget only more harrowing. 

Managed Competition: Privatizing Government 


Perhaps the most promising proposal offered by Councilman 
DeMaio, from the point of view of political viability and potential for 
immediate cost savings, is the implementation of San Diego’s 
managed competition program. In 2006, San Diego voters approved 
an amendment to the city charter allowing for the outsourcing of key 
city services to the private sector. Since then, local support for 
outsourcing has only grown. Until recently, opposition from organized 
labor has blocked city efforts to solicit private-sector bids for the 
delivery of city services. Ahead of the public vote on Proposition D, 
however, city unions gave their blessing to the city’s managed 
competition guide, paving the way for full implementation of 
outsourcing. DeMaio has estimated that having private-sector firms 
compete with city workers for the delivery of municipal services can 
achieve annual savings of between $10 million and $20 million. 

Independent research has generally confirmed that outsourcing 
public-service provision to the private sector has the potential to 
reduce taxpayer costs.^ One problem with such academic 
analyses, however, is that they focus almost exclusively on 
municipalities that have successfully carried out outsourcing efforts. 
Because local governments should accept private-sector bids only 
when these produce actual cost savings, and should keep in-house 
service provision when private firms fail to do so, limiting the 
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analyses to successful cases of outsourcing produces significant 
selection bias that overestimates the likely benefits of outsourcing. 
More comprehensive analyses, in contrast, paint a more equivocal 
picture. A 1996 review found that contracting out actually led to an 
increase in public-sector costs in more than a quarter of the cases 
studied.40 In a 2007 survey of local governments, nearly a quarter of 
responding municipalities reported reversing outsourcing efforts by 
bringing the responsibility for services previously delivered by the 
private sector back in-house. Among local governments that 
reported reversing their decision to contract out service provision, 
more than half cited insufficient cost savings as a factor in their 
decision.41 

In general, scholars agree that the success of specific 
outsourcing efforts depends on the nature of the service being 
contracted out, the quality of the contract governing the relationship 
between the government entity and its private-sector vendor, and the 
capacity for effective oversight by local government officials. Given 
San Diego’s dearth of effective civic watchdogs, the city’s troubled 
political history, and the consistent failure of the city council to 
ensure that private-sector redevelopment efforts produce significant 
public benefits, there is ample reason to be skeptical that the city’s 
political institutions are currently set up to deliver the oversight 
necessary to make outsourcing succeed. Unlike local government 
bodies, government contractors are exempt from the transparency 
requirements of California’s open-meeting and public-record laws, 
which makes the monitoring task for citizens even harder. 


The Land of Oz in the New Millennium 


You call some place paradise—kiss it goodbye. 
—The Eagles, “The Last Resort,” 1976 


L. Frank Baum, author of The Wonderful Wizard of Oz, was 
already an acclaimed writer when he came to San Diego from 
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Hollywood in the first decade of the twentieth century. His purpose in 
visiting the area was leisure rather than business. Baum adored the 
seaside enclave, especially the Hotel del Coronado, located across 
the bay from downtown. The Del was not the original inspiration for 
the Emerald City of Oz, but its striking features influenced Baum’s 
description of it in subsequent installments of the Oz series. Trot, the 
child heroine of Baum’s The Sea Fairies, Sky Island, and The 
Scarecrow of Oz, lives in a cottage overlooking the Pacific Ocean, 
near a small village and sea caves that serve as the antechamber to 
Oz.^ The setting bears a striking resemblance to La Jolla—which 
Baum visited between 1904 and 1911. 

For Baum, a refugee from upstate New York, Chicago, and 
South Dakota, San Diego was an earthly fairyland. In a poem 
published in the San Diego Union titled “Coronado: The Queen of 
Fairyland,” Baum celebrated the area’s physical beauty, which he 
believed could regenerate the weary: 


And mortals whisper, wondering: 

“Indeed, ’tis Fairyland! 

For where is joy without alloy 
Enchantment strange and grand.” 

And tired eyes grow bright again. 

And careworn faces smile; 

And dreams are sweet and moments fleet. 
And hearts are free from guile. 43 


The Emerald City of Oz shares many of these features. Oz is 
wealthy and prosperous, with abundant fields and farms, a mirror 
image of economically depressed Kansas. In The Wonderful Wizard 
of Oz, those who enter the city wear green-tinted glasses to protect 
their eyes from its glory and brightness. 

From his cozy perch on Coronado, Baum would have been able 
to gaze across San Diego Bay to Davis’s New Town, a patchwork of 
houses, wharfs, and warehouses still struggling to take shape. On 
the morning of October 21,2007, a passerby similarly situated would 
have been able to take in a much grander vista. San Diego’s 
downtown skyline looks more like the Emerald City of Baum’s 
imagination. Its landmarks include One America Plaza, owned by the 
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Irvine Company and at thirty-four stories the city’s tallest building. 
(Outsiders can recognize the building by its rooftop, which resembles 
a Phillips-head screwdriver.) There are the two towers of the 
Manchester Grand Hyatt, built by Douglas Manchester, which at 497 
feet are the tallest buildings along the waterfront on the West Coast. 
Also on the water is the San Diego Convention Center, with Petco 
Park visible directly behind. Finally, there is Emerald Plaza, marked 
by six hexagonal towers ringed at night with green neon lights. 

San Diego’s boosters have cultivated an Oz-like civic image of 
the city—a prosperous place replete with boutique shops, upscale 
restaurants, luxury hotels, outdoor recreation, professional sports, 
and “authentic” attractions celebrating the city’s martial and nautical 
history. Not unlike other “revitalized” American downtowns, one can 
walk the streets of downtown San Diego without encountering a poor 
person, tripping over uneven streets and potholes, or seeing 
boarded-up shops and residences. Like the Emerald City of Oz, this 
experience, carefully choreographed by local leaders, is an illusion. 

The illusion exploded late in the day on October 21, 2007. From 
across the bay, a megacloud of smoke was visible above America’s 
Potemkin village. Oz was burning. This time, there were multiple 
conflagrations. The largest was the Witch Creek Fire, which began in 
northeast San Diego County and spread quickly to the suburban 
communities of Ramona, Rancho Bernardo, Poway, and Escondido. 
With strong Santa Ana winds pushing the fire toward the coast, 
county officials worried that the damage would exceed that from the 
fires four years earlier. Even more spectacular was the Harris Fire, 
whose towering flames were visible above Mount San Miguel from 
downtown. The Harris Fire began in south San Diego County near 
the Mexican border and burned perilously close to Chula Vista, a 
suburban community southeast of the City of San Diego. 

By the time the last of the fires was contained by San Diego’s 
undermanned, beleaguered, and heroic firefighters nineteen days 
later, the combined toll did exceed the damage exacted by the 2003 
Cedar Fire. At one point, five hundred thousand of the region’s 
residents were under mandatory orders to evacuate—more, 
according to the county sheriff, than evacuated from New Orleans 
during Hurricane Katrina. All told, more than three hundred thousand 
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acres burned, 1,500 bonnes were lost, and 700 other buildings were 
destroyed. As with the 2003 fire, the region was woefully unprepared 
for the disaster. This time, critics argued, San Diego ought to have 
known better. 

In November, U.S. Senator Dianne Feinstein convened a 
hearing in San Diego on the wildfires. She took local officials to task 
for their systematic underfunding of fire protection services. The star 
of the hearing was former Fire Chief Jeff Bowman, who had resigned 
in 2006 out of frustration at the Cassandra-like treatment he was 
receiving from local officials. “It’s deja vu,” Bowman told the 
subcommittee. “The recommendations get made, and nothing 
happens.” City officials pointed to two failed attempts at increasing 
taxes to pay for better fire-preparedness. But Bowman was right. 
San Diego had done little to prepare for the wildfires of 2007. 
Senator Feinstein wistfully hoped that the third time would be the 
charm.^ It was not. In November 2008, nearly four in ten county 
voters decided they would rather brave future infernos than pay 
more taxes. The mayor and city council responded by further cutting 
funding for fire protection, which resulted in rolling fire-engine 
brownouts and reduced response times. 

San Diego’s sad record in the area of fire protection services 
illustrates the vexing analytical problem facing urban scholars and 
the intractable political difficulty facing practitioners. Paradise is 
being plundered, but there are no barbarians at the gates. Who is 
responsible for the San Diego wildfires of 2007? Contributing factors 
include droughtlike conditions in Southern California, warm weather, 
and Santa Ana winds exceeding eighty-five miles per hour. Some of 
the fires were initially sparked by downed power lines. One was 
deliberately started by a suspect whom police fatally shot, another by 
a ten-year-old boy playing with matches. The underfunding cited by 
Feinstein meant that fewer firefighters were available, that fewer 
homes were ultimately saved. But the underfunding goes back 
decades and implicates a long list of business leaders and public 
officials, not to mention an unidentifiable number of local residents. 

Perhaps the more important question is. Who is responsible for 
the San Diego wildfires of tomorrow? Currently, fire protection ranks 
among San Diego’s most critical governance failures. With two 
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recent episodes of raging wildfires seared in San Diego’s collective 
consciousness, the consequences of inaction are as predictable as 
they are dire. Unfortunately, civic leaders and voters alike have 
abdicated. Voters have abdicated by succumbing to antigovernment 
populism and failing to support responsible revenue measures 
designed to increase resources. Prominent members of San Diego’s 
civic elite opposed these same measures and have supported 
further cuts in services even as they sponsor schemes to divert local 
revenues to grandiose public works projects. 

Unfortunately, the locus of San Diego’s governance failures 
reaches beyond the shameful state of its fire protection services. 
Over the previous chapters, we documented the extent of these 
failures, which encompass fiscal policy, wastewater systems, parks, 
libraries and other services, urban planning, downtown 
redevelopment, and regional water and transportation infrastructure. 
We also attempted to describe the forces, actors, and institutions 
that contributed to San Diego’s difficult present circumstances. 
Collectively, deficiencies in San Diego’s civic leadership, political 
culture, and political institutions have created a setting where, to 
paraphrase the former journalist and author Peter Schrag, “nobody is 
responsible and nothing gets done.” Reversing these trends will 
require the focus, determination, and good faith of all members of 
the San Diego community. 
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